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Article Views Secret Worries of Country 


94CM0383A Beijing ZHENLI DE ZHUIQIU [PURSUIT 
OF TRUTH] in Chinese No 8, 11 Aug 94 pp 17-20 


[Article by Zhao Lei (6392 4320): “Memorandum on 
China’s Secret Worries”’] 


[FBIS Translated Text] China’s 15-year-old economic 
reform has achieved results that impress the whole world 
and has dramatically changed the country’s social out- 
look. Even though we are paying a steep price—such as 
inflation, corruption, upset socioeconomic order, and 
disrupted cultural and everyday life—it is still fair to say 
that reform’s market orientation has become irrevers- 
ible. But this market orientation is irreversible only as 
far as the general trend is concerned; it does not mean 
that in the future, reform will not run into complications. 
The problems China is facing are very complicated, and 
we have a thorny problem on our hands in trying to solve 
them. These problems are unlike any of those faced by 
other countries in the midst of their reforms. Regret- 
tably, amid the highly touted success, the hidden crises 
are often overlooked. In my view, how we deal with these 
hidden worries will greatly affect the progress of reform 
and may even determine China’s future direction. 
Therefore, China’s most urgent economic task is not 
simply to track and debate various policy measures nor 
to immerse ourselves in deriving the best theoretical 
explanations and even less to copy Western economics 
word for word, because discussing strategy on paper will 
not help us solve concrete reform problems. Real solu- 
tions to real problems can only be found in the tension 
when we are facing an impossible dilemma. This is my 
own opinion. May be I am entertaining groundless fears, 
but for what it is worth, I shall state my case, and perhaps 
you will hear me out. 


(1) There is inequality in the breakdown of the social 
structure. As a natural phenomenon in the moderniza- 
tion process, the breakdown of the social structure not 
only implies a change in the social strata and the reor- 
ganization of interest groups but also implies greater 
social mobility. The former provides the opportunity for 
social diversification and the latter injects new life and 
vitality into the modernization process. Thus, the differ- 
ences created in the process of breaking down the social 
structure should be looked upon as something positive. 
However, the breakdown of the social structure always 
produces or exacerbates existing inequality. Although 
inequality does not mean unfairness, because this kind of 
breakdown in China nevertheless is taking place under 
unique national conditions, the resulting inequality is 
also tinted with unfairness. Such unfairness is mani- 
fested in two ways: One, there is no equal opportunity 
for competition; two, the price of reform is not shared 
fairly by all people. Since the number of people who 
suffer this kind of unfairness may be fairly large, if the 
dissatisfaction becomes acute, it may vent itself in a 
violent form of social conflict. In the process of making 
structural changes, minimizing the price paid for reform 
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of course is the optimal consideration, but given that it is 
already very difficult to lower the price we pay for 
reform, proper allocation of the price of reform becomes 
very important. The crux of the problem is, we not only 
must oppose egalitarianism in income distribution but 
must also stand against egalitarianism in the allocation 
of the price of reform. The social strata that reap more 
profit during reform should pay a higher price for 
reform. 


(2) The problem of the future of state-owned enterprises: 
The crux of the problem lies in the pressure of unem- 
ployment. This is because: 1) the existing public housing, 
medical expenses, pension and other benefits are still 
paid for by the units, and the formulation of the social 
security system has only begun. If 20 percent of the more 
than 100 million workers in state-owned enterprises are 
deemed surplus workers and are dismissed, based on the 
coefficient of family burden of 1.72, it means more than 
50 million people’s basic livelihood will be in jeopardy; 
2) as the process of marketization becomes more thor- 
ough, of course it will create new employment opportu- 
nities, but we should also realize that since the market 
economy is one where the “winners eliminate the 
losers,” as new employment opportunities are created, a 
corresponding number of old jobs will be cut, and in 
China where there is serious hidden unemployment, the 
rate of job elimination may be even faster. While the 
development of the nonstate-owned economy is creating 
many new employment opportunities, two-thirds of the 
state-owned economy is losing money either visibly or 
invisibly. This exactly proves that many of the existing 
positions are there “for no good reasons.” Once the law 
of competition is in full swing, the state-owned economy 
which is unable to compete will shrink in size, which will 
greatly reduce employment opportunities. Thus, com- 
pared to the limited employment opportunities, the 
absolute excess human resource will become an unavoid- 
able constraint on China’s economic development, so 
that any reform measure that aims to optimize labor 
allocation can only be implemented within the limits of 
this constraint. On this point, there are two viewpoints 
worth discussing. The first viewpoint suggests that we 
should not worry that the unemployment problem will 
lead to social turmoil; a little suffering now is preferable 
to chronic pain. In my opinion, this viewpoint no doubt 
is rational in theory, but it may be irresponsible in 
practice. State-owned enterprises’ current condition is 
inherently related to the lack of a competitive system, 
but historical problems can only be solved with a histor- 
ical approach. If all of a sudden we dump hundreds of 
millions of surplus enterprise workers in the market, and 
adding the more than 100 million surplus rural laborers, 
China wi"l become a country with the highest unemploy- 
ment rate and the largest unemployed population. This is 
no empty threat. Once this situation occurs, what 
weapon will we have to fight it? Another viewpoint is 
that since we must think about the overall situation of 
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maintaining social stability, we should let the state- 
owned enterprises go on as they are and let them run 
their own course. I think this is too passive an approach. 
Given the background of the market economy, more and 
more state-owned enterprises will incur losses, and their 
losses will only get bigger. Maintaining the current 
situation will only let the problems mount. More than 
100 million state-owned enterprise workers make up the 
bulk of our urban population, and if social problems 
should flair up, the consequences can be even more 
serious than that in the rural areas. In accordance with 
the inherent demands of the market economy, we must 
fundamentally change the traditional employment 
system; however, there is no such thing as the best 
reform model, and we can only look for a balance point 
between restructuring the enterprise system and 
reducing the rate of unemployment. This is not an 
impossible mission. For example, to avoid massive 
layoff, Germany’s DAZHONG Company adopted the 
“double cut” method (cut work hour and cut wages); the 
Singapore Government has implemented a “rolling iron 
rice bowl” policy toward state-owned enterprises. We 
can borrow from their experiences. 


(3) The peasant problem: China’s current peasant 
problem is manifested primarily in two areas: 1) agricul- 
ture’s relative profit is too low; 2) there is a huge surplus 
rural labor force. If we examine the modernization 
process, the increase in the agricultural productivity rate 
and the change in agricultural management format will 
turn the many scattered small farmers into a surplus 
agricultural population. Logically, this revolutionary 
process not only will manifest itself as the decline in 
agriculture’s relative profit but will also force the surplus 
rural labor to move to the cities. The upgrading of the 
industrial structure is the inevitable result of such logic. 
Since the mid-1980’s, the above two problems have 
become increasingly obvious, reaching an acute state in 
the 1990’s. Supposedly, to raise agriculture’s relative 
profit, we must reduce the rural area’s surplus labor 
force, but in the decision-making process, we are often 
constrained by the following “two difficulties”: 1) 
although China’s total grain production is high (one- 
third more than the United States), our annual per capita 
grain consumption is low (only one-fourth that of the 
United States). Given that we have more people than 
land, the amount of farmland is shrinking year after year, 
and the net increase in population is topping more than 
10 million a year, mass exodus of the rural population to 
the cities can lead to a loss of equilibrium in the supply 
and demand of agricultural goods. 2) Given the back- 
ground that there is a huge surplus rural labor force 
which we are unable to digest, setting protection prices 
for agricultural products no doubt can increase agricul- 
ture’s relative profit, but this is not a permanent solu- 
tion, because no matter how high the state sets agricul- 
tural product prices (and there is always a limit to this 
price), the added relative profit will always be dissipated 
by the huge rural population. If the protection price is set 
too high, not only will the government be unable to 
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afford it, but it will distort other prices and undermine 
efficient resource allocation. In addition, the problem of 
“restoration of the old price relations” and the sense of 
urgency in readjusting the industrial structure will mean 
that we must pay a very high price for implementing the 
protection price system. Thus, China has two, not one, 
tasks to accomplish: Not only must we guarantee agri- 
cultural stability but we must gradually neutralize the 
huge surplus labor force. These two tasks contradict and 
constrain each other, and we can only deal with them by 
finding effective measures. To avoid arbitrariness and 
the resulting turmoil and losses, we must have a base 
figure as to how much of the rural surplus labor we can 
shift. On the premise of guaranteeing the dynamic equi- 
librium of supply and demand for agricultural products, 
if we take into consideration the changes in the total 
population, the amount of farmland, and the urban 
employment situation, how much of the surplus rural 
labor force can China’s secondary and tertiary industries 
absorb? Our analysis and forecast in this area are trailing 
far behind the development of real events. It seems that 
we should gather the experts to make a careful study and 
come up with a feasible program. If we are not vigilant, 
the negative effects of the peasant problem can turn into 
the gene that causes the cancer in China’s society. 


(4) The problem of political and cultural clashes: The 
formation and development of China’s market economy 
not only involve the restructuring of the pattern of 
economic interests but have also caused a series of 
political and cultural clashes. One, with respect to the 
traditional system of centralization of state power, the 
market-oriented reform is first and foremost a process of 
constant devolution of the central government’s power. 
But as the marketization process deepens, handing down 
power inevitably means challenging the central govern- 
ment’s vested authorities. On the one hand, we must 
stimulate the vitality of the localities and the micro 
units, but on the other hand, we do not want to fuel 
localism and social disorder. Thus, if we fail to reshape 
the existing power structure, market effects will no 
longer be able to mitigate the growing clash of power. 
From the point of national unity and political stability, 
laissez-faire can only produce dire consequences. Two, 
in the marketization process, there is a general matter- 
of-fact relationship between power and corruption. 
Although corruption is not a natural product of the 
market economy, governed by the rules of equal value 
exchange, everything that has use-value (including repu- 
tation, body and soul, and power) has the internal 
impulse of turning into a commodity. In particular, in a 
country that is making a transition to the market 
economy, corruption of power is an everyday phenom- 
enon. What is worrisome is that at the critical period of 
making structural changes, the spread of corruption of 
power is very likely to trigger contentious social con- 
flicts. Three, in the marketization process, the growth 
and decline of various kinds of value outlook will 
become the basic intention of cultural clashes. This is a 
cultural clash in its broad sense, but there are two areas 
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we should pay attention to: One is the clash between 
material civilization and spiritual civilization. While 
marketization promotes the improvement of material 
civilization, it does not have the same sublime effect on 
spiritual civilization. Although people’s individuality is 
being liberated from traditional bondages, as money- 
worship runs amok, people’s value standard is increas- 
ingly monetized and vulgarized. This is an undisputed 
fact. The other area is the clash between Eastern and 
Western cultures. Does marketization necessarily imply 
Westernization? Both in theory and in practice, China 
has long been looking for a modernization road with 
Chinese cultural roots. This exploration process not only 
is a continuous process of “trial and error” but is also a 
process of “developing what is useful and discarding 
what is not.” In the transition period when structural 
changes are being made, it is not enough to rely on the 
market alone to bring conformity to resolve the above 
conflicts; we must not limit ourselves but should allow 
ourselves more time and room to work in. 


Gao Fang on Connection Between Democracy, 
Socialism 


94CM0392A Beijing BEIJING DAXUE XUEBAO 
[JOURNAL OF BEIJING UNIVERSITY] in Chinese 
No 4, 20 Jul 94 pp 104-111 


[Article by Gao Fang (7559 2397) in consultation with 
Zhao Yongqing (6392 3057 3237): “Is Not Liebknecht’s 
Democratic Socialism a Type of Scientific Socialism?”’] 


{FBIS Translated Text] Abstract: Focusing on Comrade 
Zhao Yongqing’s [6392 3057 3237] contention that the 
democratic socialism propounded by Wilhelm Lie- 
bknecht in 1869 absolutely was not scientific socialism, 
that he only discussed the inseparable connection 
between democracy and socialism, the present text 
points out that: Liebknecht’s democratic socialism not 
only explained the connection between the democratic 
revolution and the socialist revolution, but also incorpo- 
rated the connection between democracy and socialism. 
Although Liebknecht committed numerous theoretical 
and political errors, in judging him posthumously, we 
should confirm that he was indeed a proletarian revolu- 
tionary, a scientific socialist. He put forward the idea 
that democratic socialism was precisely the major sign 
by which the Marxist factions, beginning in the mid- 
1860’s, equated socialist democracy with scientific 
socialism. For this reason, his theory of democratic 
socialism should be included in the category of scientific 
socialism. 


Keywords: Liebknecht Democratic Socialism Scientific 
Socialism 


The JOURNAL OF BEIJING UNIVERSITY No 4 of 
1993 carried in the “Academic Contention” column an 
article written by Professor Zhao Yongqing of that 
university’s International Political Studies Department 
titled “Is Liebknecht’s Democratic Socialism Scientific 
Socialism?,” indicating that he disagreed with the rather 
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large number of people who in recent years have con- 
tended in print that the “democratic socialism” pro- 
posed by Wilhelm Liebknecht in 1869 was simply 
scientific socialism. His reasoning followed two lines: the 
first was that “whether one considers Liebknecht’s the- 
oretical level at the time or the later development of his 
theory, in the end he was far from attaining the theoret- 
ical level of scientific socialism established by Marx and 
Engels.” The fundamental theoretical viewpoint of sci- 
entific socialism “does not exist in Liebknecht’s demo- 
cratic socialism.”’ The second is that: “‘More 
importantly, looking at it from the viewpoint of the 
meaning of democratic socialism as propounded by 
Liebknecht, the democratic socialism he proposed abso- 
lutely is not scientific socialism and is not synonymous 
with scientific socialism.” I believe that both of these 
points deserve discussion. 


What Does the “Democratic Socialism” Advanced by 
Liebknecht Mean? 

Although during his lifetime Wilhelm Liebknecht com- 
mitted numerous political and theoretical errors, in 
judging him posthumously, on the whole we should 
admit that he is a famous German and international 
labor movement activist, a proletarian revolutionary, a 
communist soldier, and a scientific socialist. As concerns 
his life as a revolutionary fighter, we cannot go into 
details here because of space limitations. In simple 
terms, by the time he was 20 years old in 1846 he had 
become a socialist and a communist; from the age of 24 
in 1850, under the tutelage of Marx and Engels, he had 
already become a scientific socialist and a scientific 
communist. Throughout his life, for half a century, he 
fought for the realization of scientific socialism; how 
then can we say that in 1869 at the age of 43 the 
“democratic socialism” he propounded was not scien- 
tific socialism? Comrade Zhao Yonggqing states: 
“Despite the fact that under the influence of Marx and 
Engels’ thinking Liebknecht had already become a 
socialist by the 1860’s, still his theoretical level was far 
from attaining the level of the scientific socialism theory 
established by Marx and Engels.” I believe that this 
statement merits discussion. In reality, from 1850 
onward, Liebknecht was a scientific socialist of the Marx 
and Engels school. If you say that by the 1860’s Lie- 
bknecht had become “a socialist,” then one may ask: was 
he a run-of-the-mill socialist or was he a scientific 
socialist? As far as the statement about “attaining the 
level of the scientific socialism theory established by 
Marx and Engels,” this statement is a bit ambiguous. Is 
it that only if during one’s entire lifetime on each and 
every theoretical problem one is totally in line with Marx 
and Engels, one then can be considered to have attained 
the level of scientific socialism? Is it that only if during 
one’s entire lifetime one committed no mistakes then 
one can be considered to have attained the level of 
scientific socialism? If this is the understanding, I am 
afraid that during the time of Marx and Engels, among 
the comrades of Marx and Engels, those who attained the 
level of scientific socialism would be extremely rare. 
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Even if Liebknecht had not yet attained the level of 
scientific socialism theory, is it not overstating the case 
to say, as Comrade Zhao Yonggqing does, that he “was far 
from attaining it?” The fact that Liebknecht committed 
some errors is connected to some of his own individual 
characteristics, and we should not be overly critical of 
the dead. Bebel has said: “As far as all of Liebknecht’s 
natural gifts are concerned, he was a forthright 
politician, but he was not a theoretician. The great 
political game was the work he loved.” This character- 
istic caused him to make the occasional theoretical 
mistake. But we cannot, just because of this, exclude him 
from the list of scientific socialists, and we should at least 
say that fundamentally he was a scientific socialist. In his 
article, comrade Zhao Yongqing cited many of Lie- 
bknecht’s mistakes, but never mentioned Liebknecht’s 
fundamental aspects and major contributions; a compre- 
hensive evaluation of Liebknecht cannot be accom- 
plished in this manner, and also one cannot thus 
accurately explain the “democratic socialism” which 
Liebknecht propounded. 


Comrade Yongging is of the opinion that Liebknecht 
proposed “‘democratic socialism” in 1869 and not, as is 
reported in the majority of recent publications, 1888; his 
intention is to focus on the fact that German feudal 
socialism and nationalist liberal socialism sharply differ- 
entiated social problems and political problems and 
emphasized the intimate relationship between democ- 
racy and socialism, and the democratic socialism that 
Liebknecht spoke of was socialist democracy. These 
views, I believe, are in keeping with the facts, and are 
both accurate. However, he goes on to say: “Here Lie- 
bknecht is not expounding the relationship between 
democracy and socialism, and of course also is not 
advocating the eradication of bourgeois parliamentarian 
democracy and the realization of true socialist democ- 
racy. Rather, he is saying the bourgeois democratic left 
wing should join hands and cooperate with the prole- 
tarian socialist elements, and that they should have 
common ground, help each other, fight their common 
enemies, and establish the future society using socialism 
based on democracy and democracy based on socialism 
- a united Germany, a bourgeois democratic nation 
which has eradicated feudal separationist rule and the 
absolute monarchy.” This conclusion merits discussion. 
Even if the level of Liebknecht’s scientific socialism 
theory was low, it was not so low as to state that a 
bourgeois democratic nation equates to socialism based 
on democracy and democracy based on socialism. Cap- 
italism and socialism, capitalist nations and proletarian 
nations have fundamental differences and cannot be 
confused. It is unlikely that Liebknecht would not be 
aware of this common understanding of scientific 
socialist theory. That comrade Zhao Yongqing could 
come to the above conclusions is truly surprising and 
difficult to understand. 


So, the “democracy” Liebknecht speaks of when he says 
“democratic socialism”: is it only bourgeois democracy 
or a bourgeois democratic country, and does it not 
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include proletarian democracy or proletarian socialist 
democratic nations? This is a question which merits 
thorough investigation and research. Liebknecht’s 
famous dicta state: “Socialism without democracy is sham 
socialism, just as democracy without socialism is sham 
democracy.” “The future belongs to socialism based on 
democracy and democracy based on socialism.” Here the 
inseparable connection between democracy and 
socialism is clearly stated. How can comrade Yongging 
insist that “Liebknecht is not expounding the relation- 
ship of democracy and socialism here?” In addition, in 
the same speech Liebknecht clearly stated that: “Already 
socialism is not a question of theory, but traly is a question 
of power. This question of power is not one which aay 
parliament.” (Note: it says here “any parliament”— 
author’s note) can solve. It is the same as any other 
question of power: “it can only be solved in the streets and 
on the battlefield.” ? He steadfastly held to the revolu- 
tionary stand during long periods of parliamentary bat- 
tles, in opposition to parliamentary cretinism. Also in 
this speech he also emphasized “we should always bear in 
mind the final goal, paying attention to our principles.” In 
the current struggles to raise wages, we should not forget 
that “the entire mode of capitalist production must be 
reformed, and hired labor itself must be abolished.’” How 
can comrade Yongging insist that Liebknecht never 
advocates the abolition of the capitalist parliamentarian 
system, does not advocate the elimination of the extant 
Capitalist system, and does not advocate the abolition of 
class domination? 


As to the relationship between democracy and socialism 
as stated by Liebknecht, I believe it incorporates two 
levels of meaning: The first is the overthrow of the 
German feudalistic absolute monarchical government 
and the establishment of a democratic republic, so as to 
further clear the path and establish the base for realizing 
socialism. This democratic republic was to be of a 
capitalist nature, not of a socialist nature. Second, since 
the proletariat actively joined in the bourgeois demo- 
cratic revolution, and since the German liberal capitalist 
class lacked a revolutionary character and planned to 
accommodate the feudal aristocracy, then when the 
future democratic revolution was victorious, the demo- 
cratic republic would not be a simple bourgeois demo- 
cratic republic. The proletarian revolutionary faction 
should occupy a place in the democratic repubiic and 
expand its own holdings, persist with the strategy of 
uninterrupted revolution, strive to turn it into a socialist 
revolution, and transform the capitalist democratic 
republic into a socialist democratic republic. Therefore, 
the relationship between and socialism which 
Liebknecht speaks of here is a dual relationship. The 
so-called “‘democracy” he speaks of refers primarily to a 
democratic republic, and this type of democratic 
republic could as easily be a capitalist democratic 
republic as it could be a socialist democratic republic. 
“Democracy” here is in contrast to “autocracy,” and 
democratic republic is contrasted to autocratic mon- 
archy. After overthrowing the autocratic monarchy, a 
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democratic republic is established; this type of demo- 
cratic republic is a democracy having a capitalist char- 
acter, which later changes to or reforms into a a 
democracy with a socialist character. Marx and Engels in 
their “Central Committee Addresses the Communist 
Alliance,” written in March of 1850, predicted that after 
a victorious democratic revolution the German bour- 
geois democratic faction would establish a new demo- 
cratic republican government and would make the 
proletarian revolutionary faction which had contributed 
to the democratic revolution the targets of their attacks. 
When this occurred, the proletarian revolutionary fac- 
tion should no longer echo or join the chorus of the 
bourgeois democrats, but should establish an indepen- 
dent worker’s political party, persist in the revolution, 
“and after a relatively long road of revolutionary devel- 
opment” occupy the commanding position and effect 
their own socialist goals. Liebknecht, who was a member 
of the communist alliance, was totally familiar with this 
major document. In 1869 when he was discussing the 
relationship between democracy and socialism, on the 
major points he carried through with Marx and Engels’ 
ideas on the phases of revolution and the continuing 
revolution. It is just that he did not state it as clearly or 
precisely as Marx and Engels did. Nevertheless, the 
concise expression of his reply on the relationship 
between democracy and socialism is a singularly percep- 
tive and brilliant summarization, with uniquely choice 
phraseology. No other person, living or dead, here or 
abroad, has made such a perfect explanation of this. 


Engels in his later years also addressed the idea that <he 
bourgeois democratic republic, by undergoing reform 
and change, could become a nation ruled by the prole- 
tariat. Writing in his June 1891 “Critique of the 1891 
Draft of the Socialist Party Programme” he said: “If one 


proletarian dictatorship; the French Revolution already 
proved this.” * Later Lenin, writing in his August 1916 
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We should mention that Liebknecht’ s “democratic 


this socialism, and it is only we who have the right to call 
ourselves the socialist party. All others are nothing more 
than cliques and factions. We are the Socialist Democratic 
Party.” This could not state matters more clearly four 
points: First, that the “democracy” mentioned here is 
not just limited to general democratic thinking, but 
primarily refers to the form of the state which is a 
democratic republic and to the state system. Second, do 
not compromise with extant autocratic states like Ger- 
many, but after overthrowing the autocratic states build 
a democratic state. Third, because of the weakness and 
accommodating nature of the German bourgeoisie, it 
will be difficult to establish a model bourgeois demo- 
cratic state in Germany, and only if the proletariat 
persists in its struggles could Germany in the future 
possibly become a socialist democratic republic orga- 
nized on socialist principles. This would be “the model 
republic desired by the socialist democratic party.’ 
Fourth, Liebknecht combined democracy and socialism; 
this was not only a contemporary method of struggle but 
was also the goal for which the German party fought, 
that is, a revolution in two steps (first carrying out a 
democratic revolution and then turning it into a socialist 
revolution). Just as Liebknecht said: “It is just because we 


ocratic party. This appellation, this name, embodies our 
programme.’” This is to say it embodied the goal of the 
party’s struggles. However, comrade Zhao Yongqing 
insists that Liebknecht’s democratic socialism is no more 
than “a type of fighting method” of the German party 
and in no way was “the goal of the socialist democratic 
party’s struggles.” This viewpoint does not agree with the 
historical facts. 


Comrade Yongqing also states that “Liebknecht’s taking 
both democracy and socialism as a common base cannot 
be established either from the viewpoint of historical 
sequence or in logical development.” This is because 
“there never has been a democracy having socialism as 
its basis.” Actually, here Liebknecht is referring to 
democracies and not to democratic doctrines. Is it not 
easy to write about democracy based on socialism. What 
is difficult to understand about that? Comrade Yongqing 
also states: Socialism cannot have democracy as its basis, 
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because “Marx and Engels’ scientific socialism histori- 
cally has held that democracy belongs to the superstruc- 
ture, and if you make democracy the foundation, then 
you are placing the feet above the head, and all you 
accomplish is confusion in people’s thinking and con- 
fusing and misguided movements.” Actually, when Lie- 
bknecht speaks of “socialism based on democracy” his 
fundamental meaning is that democracy and the demo- 
cratic republic are the preconditions for socialism, and 
that it cannot be built upon the basis of feudal autocracy 
or an autocratic monarchy. The “basis” here is a 
common noun, refering to the foundaiion, the base 
ground, and the preconditions, and is not shorthand for 
the proper noun “economic basis.” Who is putting the 
feet above the head? There can be no confusion or 
misguidance. What should be said is that Liebknecht, in 
taking both democracy and socialism as a common base 
was just plainly stating the dialectical relationship 
between the democratic revolution and the socialist 
revolution. How could this explanation not follow 
historical precedence and logical development? 


Comrade Zhao Yongging denies that the democratic 
socialism Liebknecht speaks of is a part of scientific 
socialism, his primary grounds being that Liebknecht 
advocated a “free peoples’ state.” In opposition to the 
dictatorship of the proletariat, “Liebknecht fundamen- 
tally avoided the question of the state’s class nature and 
the establishment of the proletarian revolutionary dicta- 
torship.” “Scientific socialism is a complete theoretical 
system; at no time can we slice it up. Its key concept is 
the transition from the proletarian revolution to the 
proletarian dictatorship, the abolition of classes and the 
elimination of the state, but these are completely absent 
from Liebknecht’s democratic socialism.” I consider this 
to be an incomplete and inaccurate judgment drawn 
from fragments of facts, and it is an inaccurate, unfair 
evaluation of Liebknecht. In 1875 when the Eisenauer 
[phonetic] faction’s German Socialist Democratic 
Workers’ Party combined with the Lassalle faction’s 
Pan-German Workers Alliance to form a unified party, 
Liebknecht committed the error in principle of yielding 
to Lassalle’s faction. Just as with the proposal for the 
“free state” in the Gotha Programme and others, he was 
criticized by Marx and Engels for this. Liebknecht con- 
tinued to erroneously promote the “free state” up until 
1889. However, one cannot because of this make the 
general conclusion that “Liebknecht’s abstract, unadul- 
terated, supra-class concept of the state was single- 
mindedly uniform.” This is one-sidedly latching on to 
one point and ignoring all the rest. Liebknecht struggled 
for more than half a century to overthrow the German 
autocratic state of the feudal Junker aristocrat class; he 
was fiercely dedicated to hastening the destruction of the 
class domination by the bourgeois “conferred on a state 
or government and used to suppress the political rights 
of the working peoples”; he did not believe that the 
problem of the realization of socialism could be solved 
through parliamentary struggles, he participated in par- 
liamentary struggles not in order to “seek that piece of 
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pork fat universal suffrage” but rather to “improve the 
lot of the working masses” and for the liberation of the 
proletariat. From an overall point of view, one should 
say that on matters of state Liebknecht’s class view was 
clear-cut and concrete. Such being the case, why should 
he persist in erroneous formulations of “the free state” 
and “the free peoples state” over such a long period of 
time? He, Bebel, and other leaders of the German 
Socialist Democratic Party were basing themselv:s on a 
strategic guiding principle, to counter the innate military 
police Gomination of the Prussian autocratic state which 
strangled freedom and suppressed the people, and so he 
pagandistic slogan of “free peoples state.” They thought 
that this was more beneficial in appealing to the people 
and rousing the people to the struggle, because it had an 
activist, progressive significance. Liebknecht stated: 
when setting actual political policy, “we should adhere to 
simple utilitarian viewpoints, bat, naturally, without 
destroying our principles.”* \t is hard to believe that on 
this question that precisely by starting from a utilitarian 
viewpoint he would deviate from the principles of scien- 
tific socialism. He often frankly stated: “The term ‘free 
peoples state’ is simply a synonym for democratic republic 
to suit the Prussian legisiature.’” This was the common 
view held at the time by Bebel and a great many 
members of the German Socialist Democratic Party.' 
S, cpaneeiataetnaiiiie wedinaedealton 
denounce him overly severely. 


Therefore, into his later years, Liebknecht still believed 
that the socialist democratic party's “aim is not to achieve 
the proletarian dictatorship but to eliminate the 

dictatorship.”'' How should we explain this? He said it 
this way primarily to refute the reactionaries who for 
some 20 years had been blaming the socialist democratic 
party for cherishing the goal of proletarian dictatorship. 
To do this he cited the numerous atrocities which the 
“real bourgeois ” had committed across the 
whole continent for almost a half century since 
the defeat of the 1848 revolution, avowing that the goal 
of the political power which the socialist democratic 
party desperately sought and for which it fought was to 
eradicate the bourgeois dictatorship. Since the bourgeois 
dictatorship already existed, it was necessary to elimi- 
nate it. We should admit that this point is correct. The 
reason for his statement that “the goal is not to achieve 
the proletarian dictatorship” was that in reality there was 
no political authority which was a proletarian dictator- 
ship, so where could the socialist democratic party go to 
obtain it? The establishment of tl:e proletarian dictator- 
ship was the objective necessity for development of the 
proletarian struggle, but it was not a subjective intention 
or man-made measure of the socialist democratic party. 
His making such statements undoubtedly was inappro- 
priate and easily misconstrued. On the other hand, one 
cannot cite this one thing and make the judgment that he 
evaded “the question of establishing the proletarian 
revolutionary dictatorship” or that he was “widely sep- 
arated from scientific socialism’s theories.” In reality, 
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from the 1850’s until his later years, Liebknecht invari- 
ably was defending Marxism’s theory of proletarian 
dictatorship. In March 1872, in the Leipzig courtroom, 
he said in his defense statement: “During the revoln- 


people, a workers dictatorship, 
in France in 1793.""? In February 1893, the German 


his own ideals,” Len‘n immediately wrote in his “Cri- 
tique” mentioning him by name: ‘ ‘This sort of slander is 
completely baseless.’"* In summation, Liebknecht 
believed in scientific socialism, and thus the democratic 
socialism he proposed should be included within the 
scope of scientific socialism. Despite the fact that on 


that therefore his democratic socialism was not scientific 
socialism, then one is stating more than the facts, is 
rebuking too sternly, and is valuing his worth too low. 


Did Liebknecht Propose Democratic Socialism? 
Why Is It Scientific Secitiiom? 


Since Liebknecht is a scientific socialist, why would he 
do the unorthodox and also propose “democratic social- 
ism?” He was familiar with the “Communist Mani- 
festo,” knew that it thoroughly criticized “the French 
type of democratic socialists,” so why would he still want 
to again propose “democratic socialism?” I think this is 
because: first, it was only around 1873 - 1874 that Engels 
“scientific socialism’"” and when Liebknecht proposed 
“democratic socialism” in 1869, there was not yet any 
mention of “scientific socialism” in the Marxist factions. 
Secondly, the “democratic socialism” and “social 
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alism of the bourgeois and petit-bourgeois had already 
been criticized by Marx and Engels, but Liebknecht 
considered himself part of the proletarian revolutionary 
faction, Germany had as 1s Gate Gs Saas 
democratic revolution, the German proletarian class 
carried the double burden of realizing democracy and 
socialism by means of revolution, and therefore could be 
vested with the new meanings of “socialist democracy” 
and “democratic socialism.” So why did not Liebknecht, 
in 1869, use the then relatively popular term of “social 
democracy,” but changed it to “democratic socialism?” 
Comrade Zhao Yongging gives two reasons: first, to 
emphasize that a democratic socialism was different 
from German feudalism’s socialism and nationalist lib- 
eralism’s socialism; and second, to emphasize that in 
regards to handling the relationship between social prob- 
problems of democracy in first place. I think this analysis 
agrees with the facts and is accurate. However, it is not 
comprehensive enough. There are three other reasons to 
which we should pay close attention based on Germany’s 
social development at that time and the situation with 
the workers movement. First of all, at that time Ger- 
many was still living under the Prussian autocratic 
government and lacked democracy. The forward devel- 
opment of the German society required that the auto- 
cratic rule be replaced by democratic politics: only then 
could economic development and social progress speed 
up. However, the common ground of the two factions, 
the feudal socialists and the national liberal socialists, 
was that neither wanted democracy, and both wanted to 
maintain autocratic rule to deal with the working class. 
Therefore, Liebknecht put democracy in the first place, 
so as to indicate his fundamental opposition to these two 
factions. Secondly, within the workers movement, the 
Lassalle faction also wanted to link up with the auto- 
cratic government, preached the socialism of the Prus- 
sian dynasty, plotted to lead the worker’s movement 
down a side road. So Liebknecht also put democracy in 
the first place in order to mark a clear line between him 
and the Lassalle faction. Liebknecht himself made this 
abundantly clear in his preface to the second edition: 
“The reason I so strongly emphasize the inseparable 
relationship between democracy and socialism in this 
manner is because Schweitzer’s (one of Lassalle’s fol- 
lowers, from 1867 - 1871 was chairman of the Lassalle 
faction’s Pan-Germany Workers Alliance—author) 
strategy forces me to do so: his strategy is to cause the 
ome to distrust democracy.’"® In his “To Withelm 
Liebknecht on his 70th Birthday” published in 1896, 
Bebel also mentioned that after the 60’s he and Lie- 
bknecht and others considered Schweitzer as “the main 
enemy of the democratic - socialist movement.’"’ 
Thirdly, the German petit-bourgeois democratic faction 
stalled at the democratic level; the German workers 
association alliance was deeply influenced by the petit- 
bourgeois democratic faction, and for many years only 
attended to political problems and gave short shrift to 
the solution of social problems. In 1868 in Nuremberg at 
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the fifth convention, because of the work of Liebknecht, 
Bebel and otheis, the first internationally sponsored 
socialist programme was passed. In 1869 Liebknecht 
proposed “democratic socialism” in order to raise some 
petit-bourgeois democrats and some workers who had 
been influenced by them from the level of democracy to 


socialism, was within the boundaries of scientific 
socialism, was activist and was progressive in signifi- 
cance. At the opening of his article Comrade Y 


of those years was 


clearly that Marx was the spiritual father of the scientific 
theories on which the workers movement 
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root among the young and the workers, so they also can 
find ample new nourishment in this book.’"* The 
German Socialist Democratic Labor Party established in 
August 1869 publicly proposed to take social democracy 
as their guiding ideology. At the establishing mass 
meeting Bebel, in his “Report on the Party Programme 
and Organizational Constitution of the German Socialist 
Democratic Workers Party” stated: “You will certainly 
affirm my suggestion: We must set forth a programme 
which is not only socialist but which also is democratic, 
otherwise, there will be no ‘social democracy’ to talk 
about, nor can we envision solutions to any social 
problems.’"° Despite the fact that the programme passed 
by the convention still contained many remnants of 
Lassalle’s ideology, Marx and Engels for a long period of 
democracy” yet Engels, in 1879 stated that: “From the 
beginning, the German party has developed in accordance 
with our theories.” As late as 1891 Engels in his article 
“German Socialism” still spoke about that party in this 
manner. “Primarily because of the earnest efforts of 
Liebknecht and Bebel, a workers political party was very 
quickly established which openly proclaimed the princi- 
ples of the 1848 ‘manifesto’ (referring to the Communist 
Manifesto.” As to the temporal limit of “social democ- 
I think it should be put before the outbreak of Worid 
War I in August of 1914. This is because, despite the fact 
that from the end of the 19th century Bernstein and 
others had been proclaiming that revisionism had 
already changed the nature of social democracy and 
democratic socialism, Liebknecht, Bebel, Lenin and 
other Marxists were still making use of social 

in their scientific socialism. On 11 October 1899 at the 
Hanover congress of the German Social Democratic 


Democratic Party has a dual mission: one is to complete 
the tasks which in other countries have been completed by 
the bourgeoisie, and the other is to set in motion a great 
social transformation. This is the point which Bernstein 
has completely missed. We cannot apply the brakes, we 
cannot retreat, we must go forward.” “Socialism and 
liberalism have nothing in common. If what Bernstein is 
talking about is democracy and socialism, that is accept- 
able, but liberalism is something the urban classes already 
possess, and from the moment that the urban classes 
become capitalists, it is no longer liberalism: it then 
develops and indeed must develop into something totally 
opposite to socialism.’*' It is obvious that into his later 

years Liebknecht considered democracy, democratic 
Qocuinn and cocieiiom iacnpeshty selene’, Gat both 
requirements of scientific socialism. An article written in 
December 1913 by the German proletarian female rev- 
olutionary Rosa and an article written in 
July 1914 by Lenin still used the term “social democ- 
racy” in a positive sense. By the outbreak of World War 
I in August of 1914, the majority of the political parties 
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of the Second Internationale, and first and most influ- 
ential among them being the German Socialist Demo- 
cratic Party, finally began to publicly forsake scientific 
socialism, reversing their courses to support their own 
county’s bourgeois governments in carrying on the impe- 
rialistic war. Generally speaking, from this point for- 
ward, social democracy now became synonymous with 
opportunism and reformism. We can only say that the 
idea that social democracy was synonymous with scien- 
tific socialism reached its peak in the final two decades 
of the 19th and the beginning of the 20 centuries, and its 
entire life span was from the mid-1860's to second 
decade of the 20th century, or about a half a century. 
Since social democracy and democratic socialism were 
part of one intellectual trend and developed together, I 
believe we should say that democratic socialism was also 
subject to fits and starts. When the Marxist Liebknecht 
propounded “democratic socialism” in 1869, it was the 
major symbol of this middle period, and its doctrine 
should be included in the realm of scientific socialism. 
Democratic socialism in the beginning and the ending 
periods played a major role in corrupting and breaking 
up the international workers movement. In our times we 


really should not feel compelled because of this to latch 
onto this or that error committed by some person who in 
past history proposed “democratic socialism” and 
because of this totally negate him. It is not right to deny 
the words beczuse of the person, so to it is not right to 
deny the person because of the words. To deny that a 
proletarian revolutionary suci. as Liebknecht is scientific 
socialist just in order to criticize democratic socialism, 
isn’t this maligning our heroes? In the “History of 
Socialist Thought” which I edited I stated: “In the 
history of socialist thinking, Wilhelm Liebknecht was the 
first to clearly analyze the dialectical connection between 
socialism and democracy, the first to give positions of 
equal importance to both social democracy and 
socialism itself thus increasing men’s understanding and 
recognition of the nature and characteristics of 
socialism. This was an enrichment and development of 
scientific socialism.” (Part of this was written by com- 
rade Li Jingzhi.) Comrade Y ongqing does not agree with 
our making such a high evaluation of Liebknecht’s views, 
and this is quite normal academic contention. He states 
facts and speaks the truth in his article. It is just that he 
does not state the comprehensive truth, and the truths he 
speaks are somewhat biased. So we take the liberty to 
give our humble opinions and join in the contention. 
Where we err, we hope that comrade Yongqing or others 
will set us straight. I believe that this is not just a 
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National Affairs, Policy 


Economic Officials Discuss Upcoming Changes 


94CE0784A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese 
No 31, 8 Aug 94 pp 10-11 


[Interview with He Guanghui (6320 0342 6540), Wang 
Shiyuan (3769 0099 0337), and Hong Hu (3163 5706), 
vice ministers of the State Restructuring of the Eco- 
nomic System Commission, by CHING-CHI TAO-PAO 
reporter Hu Xiaoyu (5170 2556 3768), date and place of 
interview not given: “Economic Reform Deepens After 
Successful First Half Year”) 


({Text] Vice ministers He Guanghui, Wang Shiyuan, and 
Hong Hu of the State Restructuring of the Economic System 
Commission were recently interviewed by journalists from 
Hong Kong as well as this newspaper’s reporter on the 
reform of China’s economic system. They talked about their 
personal views in a conversation lasting over two hours. 


By and large China’s economic reform was remarkably 
successful in the first half of this year, highlighted by the 
Critical step taken to create a socialist market economy. 
The paramount mission of economic work in the second 
half of the year is to check inflation. As for the coming 
year, the focus of reform would shift to the microecon- 
omy: Deepening the reform of state enterprises. 


Three Safeguards Ensure Successful Reform 


He Guanghui said that the Chinese Government intro- 
duced a succession of major measures to restructure tLe 
economic system this year, all unprecedented in terms of 
difficu'ty, scope, and depth. The measures were intro- 
duced successfully and have worked smoothly and 
notably effectively. There are three main reasons for this. 


First, guided by Deng Xiaoping’s theory of building 
socialism with Chinese characteristics, we have unequiv- 
ocally made the creation of a socialist market economy 
the goal of reform. 


Second, the relations among reform, development, and 
stability have been properly handled, organically integrating 
the three. The CPC Central Committee formulated the 
twenty-character policy—“grasping the opportunity, deep- 
ening reform, broadening the open policy, expediting devel- 
opment, and maintaining stability”—in a timely fashion. 
An earnest effort to implement this policy was a top 
prerequisite for success in economic reform in China. 


Third, throughout the course of reform China has con- 
sistently adhered to the direction of planning carefully, 
proceeding in an orderly way step by step, emphasizing 
the priorities, and moving ahead across the board. This 
year reform concentrated on the two wings: the macro- 
economy and the microeconomy. On the macroeco- 
nomic level, it introduced a number of major reforms. 
Microeconomically it concentrated on pilot projects 
testing the modern enterprise system. 
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When it comes to actually implementing the measures, 
the CPC Central Committee this year decided to be both 
active and cautious. Where the necessary conditions 
existed, it pushed ahead across the board; where the right 
conditions were lacking, it started out with pilot projects. 
Instead of taking an “across-the-board” approach 
toward tackling the problems that occurred in economic 
reform, it opted for a “soft landing.” 


In the second half of this year and next year, He 
Guanghui emphasized, the CPC Central Committee 
would continue to go all out to check inflation, doing 
everything possible to bring down the rate of inflation to 
13.4 percent, the same level as last year. 


Reform Advancing at a Deeper Level 


Wang Shiyuan briefed the reporters in detail on the 
progress in economic reform this year. He said the most 
remarkable thing about economic reform this year was 
the several major measures introduced in the macroeco- 
nomic management system, which constituted a big step 
forward in the creation of a socialist market economy. 


In the 15 years since economic reform began in China, he 
emphasized, this year has been the boldest and most active 
on the reform front, for two reasons. First of all, after Deng 
Xiaoping toured the south and delivered some speeches 
there, the 14th CPC National Congress decided to make the 
creation of a socialist market economy the objective of 
reform. Next the Third Plenary of the 14th CPC Central 
Committee put forward a basic blueprint for creating just 
such an economy. This year is especially important because 
it is the first year when we were ready to implement the 
decision of the Third Plenary of the 14th CPC Central 
Committee and march forward toward a socialist market 
economy. Second, the Chinese economy was briefly over- 
heated last year. Document No. 6 of the CPC Central 
Committee proposed several measures designed to tighten 
macroeconomic regulation and control, thereby creating an 
essentially healthy and orderly economic climate for the 
introduction of several pieces of reform this year. 


It was against this dual backdrop that the CPC Central 
Committee, after full preparations lasting more than half 
a year, including consulting with the localities many 
times and arriving at a consensus, introduced a string of 
major reforms one after another this year. Among the 
most important are: 


Fiscal and tax reform, including: 


1) Fiscal reform. Straightened out central-local relations 
at its root by replacing the old financial contracting 
system with a tax separation system. 


2) Tax reform. Improved the family of circulation taxes, 
the most important of which is the value-added tax. 
Enterprise income taxes were combined and unified. 
A bill to amend the personal income tax law was 
introduced in early December of last year. 
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Banking reform. The ability and role of the Central Bank in 
regulating and controlling the macroeconomy was 
enhanced. Specifically, the People’s Bank of China was 
made responsible for implementing the monetary policy 
independently under the leadership of the State Council. In 
the past, the Central Bank regulated the special banks by 
controlling the total amount of lending. That form of 
management has now been replaced by the assets to liabil- 
ities ratio management. Regulation of nonbank institutions 
takes the form of supervised assets to liabilities ratio man- 
agement. These measures have effectively checked illegal 
relending and fund-raising. Policy-based banking has been 
separated from commercial banking with the establishment 
of three policy-based banks. So far the Development Bank 
and Import-Export Bank have been created and the Agri- 
cultural Bank is in the process of being organized. These 
moves have set the stage for the transformation of special 
banks into commercial banks. 


Reform of foreign exchange control. The dual exchange 
rate system was abolished. Foreign exchange payment 
and retention were eliminated. A foreign exchange 
account system was introduced. A spot exchange and 
foreign exchange market was created where designated 
banks are the principal traders. 


Foreign trade reform. The import-export quota manage- 
ment system was reformed. Tariff rates consistent with 
GATT were introduced. The bidding system was adopted 
for some export commodities under quota management. 


Reform of the price management system. Measures were 
adopted in response to the use of the market as a 
price-formation mechanism. Prices of energy and raw 
materials were adjusted. Appropriate adjustments were 
made in the circulation system and grain purchase and 
selling system. A grain risk fund was set up. 


Investment reform. Legal person investment and risk 
management were adopted for major projects. 


Enterprise reform. A modern enterprise system was 
introduced on a trial basis in some large and mid-sized 
enterprises. The Company Law was implemented. 


Six Months Later, Things Going Well 


According to Wang Shiyuan, the major reforms were 
introduced as planned and are working normally, a 
critical step toward establishing a market economy by 
the end of this century. Among the more importan: signs 
are: 


—The fiscal situation has improved. Government rev- 
enue rose 22.6 percent in the first half of the year 
compared with the same period a year ago. Specifi- 
cally central revenue increased 1.5 percent and local 
revenue 39 percent. Revenue and spending were 
essentially in balance. 


—The ability of the Central Bank to regulate and control 
the macroeconomy has been enhanced. The financial 
situation was stable and credit resources increased in 
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the first half of 1994. Urban and rural personal savings 
deposits rose 314.6 billion yuan, an increase of 183.1 
billion yuan over the same period a year ago. 


—DMarket supply and demand were largely stable. The 
supply and demand of agricultural products, indus- 
trial consumer goods, and raw materials largely held 
steady. The severe over-stocking of crude oil has 
eased. 


—State enterprises have begun to improve. The value 
added of state industrial enterprises rose 5.3 percent in 
the first half of the year over the corresponding period 
of last year. If enterprises where the state is the 
majority shareholder are included, the increase would 
reach 6.5 percent. 


—Fixed assets investment growth has been brought 
under control, the rate of increase dropping 33 percent 
in the first half of the year from the level a year ago. 
Local investment fell 46 percent. 


—High inflation was tentatively checked. Nation-wide 
social commodity retail prices soared 19.8 percent and 
consumer prices jumped 22 percent in the January- 
June period. Although these numbers are high and 
inflation remains a serious problem, the rate of price 
increases has been in a downward trend, falling month 
after month. 


—Summer grain procurement went smoothly. Cotton 
procurements were better than last year. Peasants’ 
incomes have gone up. 


gees Sipe Canaan SOes Ve Sp CQnesee Gaeaes Clee of 
ear 


What should the State Restructuring of the Economic 
System Commission concentrate on in its work in the 
second half of the year? Right now, there are three major 
issues that must not be ignored, Wang Shiyuan stressed. 
They also should be the focus of economic work in the 
remaining half of 1994. 


First of all, existing high prices must not be ignored. The 
task of fighting inflation is an arduous one. 


Second, measures should be taken to coordinate with the 
transformation of the operating mechanism of enter- 
prises. The purpose is to solve problems that have been 
plaguing state enterprises—onerous historical burden, 
mounting debt, and heavy burden. Measures should be 
taken to create an environment where enterprises can 
compete as unencumbered as possible. 


Further ensure grain and cotton production. Develop 
agriculture steadily. 


Create Conditions To Help State Enterprises Become 
Market-Oriented 


Hong Hu, a vice minister of the State Restructuring of 
the Economic System Commission, had this to say about 
the problems that state enterprises must watch out for in 
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the course of reform and development and about the 
plan for state enterprise reform next year: Do a good job 
in the following three areas if we are to resolve the 
underlying contradictions within state enterprises to 
satisfy the demands of building a modern enterprise 
system. 


—Continue to create the conditions that would enable 
state enterprises to participate in fair competition. 
The two financial regulations promulgated on 1 July 
last year unified the business accounting practices of 
enterprises, including state enterprises, collective 
enterprises, private enterprises, and enterprises 
funded by the three kinds of foreign capital, in accor- 
dance with international rules. Furthermore, income 
taxes payable by enterprises funded by domestic cap- 
ital were unified and tax reduction and exemption 
rules were standardized. 


—Continue to implement regulations pertaining to the 
transformation of the operating mechanism of state 
enterprises and adjust the behavior of state enterprises 
so that these enterprises look more to market changes 
as a guide for their conduct. Companies already in 
existence will be regularized in accordance with the 


Company Law as necessary. 


—Select a small number of enterprises to conduct pilot 
projects in comprehensive coordinated reform and 
search for a framework for a modern enterprise 
system. Accelerate law-making. After the promulga- 
tion of the Company Law, the government formally 
promulgated the State Enterprise Properties Supervi- 
sion and Management Regulations on 30 July to fill 
the legal void encountered when enterprises want to be 
traded on the market offshore. The pertinent admin- 
istrative regulations are being worked out. 


What Reform Should Focus On Next 


Hong Hu said that the reform of state enterprises in the 
second half of the year will be on the same track as 
reforms already introduced and working properly. Next 
year reform would shift to the microeconomy. Philo- 
sophically several issues have to be worked out: 


First, create the right conditions for enterprises. Concen- 
trate on removing the burden on state enterprises created 
by historical factors. The historical debts state enter- 
prises have labored under for years must be eliminated 
with the necessary measures. 


Second, enterprises’ social responsibilities should be 
shared. Responsibilities that should have been borne by 
society in the first place should be removed from enter- 
prises in a variety of ways. 


Third, accelerate the creation of a social security system. 
Lessen the burden on enterprises. Socialize social insur- 
ance gradually. Promote the sound circulation of labor. 
The creation of an unemployment insurance and old-age 
insurance system, which will have a major impact on 
enterprise reorganization, must be accelerated. 
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Fourth, a small number of enterprises are currently 
experimenting with a modern enterprise system. Next 
year such experiments will be significantly expanded. 
Among other things, the status of the enterprise legal 
person will be perfected, property rights relationships 
will be clarified, the enterprise investor will be better 
defined, and the organizational formats of enterprise 
properties will be specified. 


How should state enterprise reform proceed next year? 
According to Hong Hu, the bankruptcy mechanism must 
be introduced in enterprises experimenting with the 
modern enterprise system in order to speed up the 
creation of just such a system. Although the number of 
enterprises going into bankruptcy will be quite small, 
enterprises must develop mechanisms with which to 
discipline and motivate themselves and to make them- 
selves competitive. 


As reform deepens steadily and as investors and the 
forms of property organization become diversified, it 
should be noted, the way state properties are organized 
also exhibits a trend toward diversification. The pace of 
development of the state economy in the future will 
tangibly manifest itself in the vitality of state properties. 


Steady Economic Growth Forecast for 1994 


94CE0784B Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese 
No 32, 15 Aug 94 pp 9-10 


[Article by Qiu Xiaohua (6726 2556 5478): “Fight 
Inflation But Prevent Market Stagnation” ] 


[FBIS Translated Text] This year is a critical year for 
China’s reform, open policy, and modernization. How 
should economic performance in the first half of the year 
be rated? How do we take control of the development 
trend in the remainder of the year? These are things that 
all people in all walks of life are very interested in at the 
moment and have prompted comments and speculation 
by many individuals in the economic community. Every- 
body seems to have his own ideas and there are signifi- 
cant differences of opinion. Personally I think it is both 
apt and correct to describe as steady the way the 
economy operated in the first half of the year. As for the 
future, that would depend on which way macroeconomic 
regulation and control is headed and its rigor. In partic- 
ular we must take pains to avoid poor economic circu- 
lation even as we strictly control inflation and strive for 
fast and profitable economic growth. 


State of Economy: False Alarm; Steady As It Goes 


The mainland economy can be examined from a number 
of perspectives. 


The overall macroeconomy. As the Kasite index indi- 
cates, the economy has now remained in the “yellow 
light zone” for an extended period of time, avoiding the 
boom-and-bust cycle. The gross value of domestic output 
rose 11.6 percent in the first half of 1994 over the same 
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industry. State industry, mired in recession, continued to 
struggle to turn itself around. Nonstate industry, on the 
other hand, kept surging in the “red light zone.” The 
southeastern coastal region, consistently a pacesetter for 
the nation, was riding the crest of a boom while west and 
ceritral China held steady. Light industry enjoyed fast 
and sustained growth even as heavy industry retreated 
steadily after a growth spurt. The slow-down was partic- 
ularly striking in the production of investment goods. 


Fixed assets investment. Investment overheating has 
cooled appreciably and government macroeconomic reg- 
ulation and control has begun to have an impact. In the 
first half of the year, fixed assets investment in all society 
was effectively reined in, the increase rate dropping to 
25.2 percent and bringing it within the “yellow light 
zone.” The downturn in investment was a major factor 
behind the slowing down of the entire economy. It is also 
one reason why the capital goods market has stabilized. 


Monetary indicators. Most indicators did well. The 
growth of the money supply narrowly defined slowed 
notably, falling to 14 percent at one point before 
rebounding in the last month or so. The overheating and 
disorder in the financial sector were effectively checked. 
Enterprise deposits rebounded smartly, moving from the 
“green light zone” to the “yellow light zone,” contrib- 
uting to the recovery of the economy overall. On the 
other hand, cash payments by banks, especially wages, 
remained at a very high level, thus slowing the descent of 
the economic indicator. 


Imports and exports. The abolition of the dual exchange 
rate system and the cooling of the domestic market have 
boosted exports and slowed imports. The trend has been 
quite satisfactory. Exports rose 30.2 percent in the first six 
months, the fastest in recent years. Strong export growth 
has helped fuel economic growth. Meanwhile, the pace of 
importation has slackened off, dropping to below 20 
percent at one point before recovering last month. Imports 
increased 21 percent in the January-June period and were 
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broadly in line with exports. The weakening of imports 
growth is one reason why the economic indicator remained 
steady. In particular, it must be pointed out that the 
government’s spot exchange balance has risen strongly, 
giving it more maneuvering room as it goes about regu- 
lating and controlling the macroeconomy. 


Fiscal condition. The transition to the new tax 

went smoothly; there was no major social “upheaval.” A 
steady increase in revenue was ensured. Revenue 
increased over 20 percent in the first half of 1994, with a 
correspondingly brisk growth in spending, but revenue 
and spending remained largely in balance. 


Although the economic keynote has been ‘‘steady as it 
goes,” there have been some discordant notes as well. 
Some indicators were less than satisfactory. Most signifi- 
cantly, market prices have been soaring and remain in the 
“red light zone.” Consumer prices and retail prices 
climbed 22 percent and 19.8 percent, respectively, in the 
first six months, the highest for any January-June period 
since reform began and the open policy went under way, 
hampering the achievement of macroeconomic regulatory 
and control targets. Furthermore, poor economic circula- 
tion has become increasingly evident. Witness the wide- 
spread overstocking problem and the fact that enterprises 
have fallen behind in their loan repayment to one another. 
Many enterprises have cash flow problems. A large amount 
of funds is tied up in unsold finished products and 
accounts that are overdue but not yet paid. Production 
enterprises have consistently failed to meet their sales 
enterprises from improving their profitability. 

The problems mentioned above are, on the one hand, the 
inevitable negative consequences of the drive to cool an 
overheated economy, rectify the financial order, and 
slow down the economy overall. On the other hand, they 
are the pain we must endure in order to deepen reform 
and speed up the transition from the old order to the 
new. This is an issue encountered in the process of 
moving ahead. 


Trend: Modest Growth and Contraction; Overall 
Economy Between “Bullish” and “Bearish” 

Looking ahead toward the second half of the year, we see 
both stimulating forces at work and other factors that 
would hold back the economy. Overall there is no boom 
or bust in the economic forecast. The basic steady 
pattern will remain intact, with the economy remaining 
somewhere between the “yellow light zone” and “red 
light zone.” 


There are three major factors that would boost the 
economy. First, the workings of the economic cycle. 
Right now the Chinese economy is still in the middle of 
the downturn phase of the current cycle, so it will not be 
sinking fast into recession. Second, macroeconomic reg- 
ulation and control is working. Social aggregate supply 
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and demand are basically in balance. The financial 
situation is stable. Banks are now better able to make 
payments. The government’s foreign exchange reserves 
are at a high level. All of this will play a positive role in 
ensuring steady economic development. Third, the 
internal expansionary mechanism in every quarter. The 
desire to catch up with and overtake the advanced, the 
profit motive, and the pressure to eradicate poverty and 
backwardness and create jobs no doubt will keep the 
enthu7‘asm in all sectors, localities, and enterprises for 
develupment and projects undiminished. 


Two factors, on the other hand, may hold back economic 
growth. One, since people everywhere still have diffi- 
culty coping with soaring commodity prices, price con- 
trol measures must be continued, which is bound to 
crimp the expansion of ultimate social demand. The 
market may possibly weaken further. The second factor 
has to do with a bias in our understanding of market 
reform. As a result, strict macroeconomic controls have 
been imposed on the maturation and development of the 
market for various capital goods. In the short haul the 
market will not be able to fully function as a resource 
allocator, which will necessarily slow the economy. 


By and large, therefore, the economy will very likely 
experience moderate growth or contraction in the days 
ahead, restrained by both economic cyclicity and gov- 
ernment policy. When it shows signs of losing steam 
rapidly or rebounding strongly, the government regula- 
tory policy will come into play to give the economy a 
boost or cool it as need be. By regulating the rigor of 
regulation and control, the government will keep the 
economy largely within the “yellow light zone.” Cer- 
tainly, one cannot rule out the possibility that the eco- 
nomic indicators may exceed or stay below the “yellow 
light zone” level in some months. For the year as a 
whole, the leading indicator may exceed the target in the 
plan. 


Specifically, the economy as a whole may exhibit these 
basic characteristics in the second half of the year, based 
on its performance earlier in the year and a number of 
policy assumptions. 


The economic growth rate may retreat from the level 
earlier in 1994 to move closer to the target. The gross 
value of domestic output is expected to increase 10 
percent or so in the second half of the year. Industrial 
output will hold steady and we can look forward to a 
fairly good harvest in agriculture barring any major 
natural disaster. 


Investment growth will basically stabilize at the current 
level. Fixed assets investment society-wide will increase 
between 20 and 25 percent in the remaining half of the 
year and total investment for the year as a whole may 
exceed the 1,300 billion yuan mark projected in the plan. 


Consumer goods sales on the domestic market will 
stabilize, perhaps even weakening a little, while capital 
goods sales will be fairly active, Consumer goods sales 
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will effectively increase about 5 percent. Reversing its 
downward trend, capital goods sales will rebound slowly. 


On the imports and exports front, fast growth may give 
way to moderate growth. Exports, now increasing at a 
breakneck pace of 30 percent, may grow at a more 
deliberate 15 or 18 percent. Imports growth will be 
steady, perhaps retreating a tad to about 16 percent. 

Bank lending will grow steadily while the increase of 
bank deposits will slacken off. Lending is expected to go 
up 20 percent or so in the second half of the year, 
deposits about 25 percent. The rate of expansion of the 
money supply will stay even with that in the second half 
_— Credit may possibly exceed the target in the 


Market prices will be further checked. With the infla- 
tionary momentum diminishing, prices will increase at a 
decidedly slower pace. However, since the latest round of 
price increases is primarily cost-driven, rather than 
demand-driven, the retreat in prices will take longer. 
Price increases may be off 5 to 8 percentage points in the 
second half of the year compared with the first. 


Urban and rural personal incomes are expected to grow 
steadily. However, the nominal increase of such incomes 
will be slower than earlier in the year while the actual 
increase rate will remain largely unchanged. 


It appears that for the year as a whole the leading 
indicators will exceed the demands in the plan without, 
however, causing major damage. Overall the economy 
will remain in the steady-as-it-goes mode. 


Regulation and control must be appropriately rigorous, 
not too harsh and not too liberal so that we can effec- 
tively end market stagnation for enterprises, at the same 
time reining in inflation. 

In view of the problems in economic life today, those 
who regulate and control the macroeconomy must be 
careful to find the right degree of policy stringency 
scientifically. Macroeconomic regulation and control 
must be steady and balanced, not too harsh and not too 


lenient. Everything must be done to prevent the policy 
from swinging from one extreme to the other. 


Regulatory and control targets must reflect our top 
priority—fighting inflation. At the same time, we should 
work diligently to remove circulatory problems on the 
market. Even as we remain steadfast in our anti-inflation 
position, we must not move overly hastily. Instead, think 
comprehensively and take firm, steady, and incremental 
measures to bring down a soaring market prices. For the 
moment, we must firmly apply legal, administrative, and 
economic tools to crack down on illegal activities such as 
price gouging. Furthermore, strictly limit the introduc- 
tion of price-raising measures. 

Regulation and control should concentrate on three 
areas. First, agriculture. Make disaster relief and the 
struggle for a bumper crop our starting point. Ensure a 
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rise in agricultural output. Increase the supply of agri- 
cultural products. Second, investment. Instead of 
focusing on the annual investment realized, regulators 
should shift their attention to the scale of projects under 
construction and strictly restrict the number of new 
projects. Controls on the scale of existing projects should 
remain the way they are; there should be no further 
retrenchment in order to moderate market pressure. 
Third, the monetary policy. The monetary policy should 
remain largely unchanged with minor adjustments. 
Improve management and optimize structure, but speed 
up the development of the funds market too as appro- 
priate. Accelerate fund circulation. Improve the returns 
on funds. 


Researcher on Huang Hai-Bo Hai Development Zone 


95CE0029B Hong Kong CHING CHI TAO PAO 
[ECONOMIC REPORTER] in Chinese 
No 37, 19 Sep 94 pp 20, 21 


[Article by Correspondent Chiang T’ao (3068 3447): 
‘““New End of the Century Economic Development Hot 
Spot: the Huang Hai-Bo Hai Rim—lInterview of Ji 
Chongwei (1323 1504 1218), Senior Research Fellow, 
Development Research Center, State Council’’] 


[FBIS Translated Text] In the course of an interview by 
the correspondent a few days ago, Ji Chongwei, senior 
research fellow in the State Council’s Development 
Research Center said that during the 1980s, China 
emphasized development of the Zhujiang Delta; during 
the 1990s, the emphasis was on the Changjiang Delta; 
and during the end of the 1990s and the beginning of the 
next century, the emphasis should be on development of 
the Huang Hai-Bo Hai rim. Once this area has been 
developed, it can be linked with the Changjiang Delta to 
form a point of confluence for the development of the 
economy in the north and south that will spur develop- 
ment of the economy of the Changjiang Basin and the 
area north of the Chang Jiang. This should become an 
important integral part of the century-spanning coastal 
region economic development strategy. 


A senior expert on the study of economic and trade 
development strategies, Mr. Ji Chongwei proposed the 
strategic concept of a Bohai economic zone some time 
ago, and he attracted the attention of decision-making 
departments concerned. Now he is working on putting 
the idea into effect. Ji Chongwei, who had just returned 
from taking part ir an east Asian Huang He mouth and 
Bohai zone economic cooperation workshop in response 
to the correspondent’s invitation, explained to the cor- 
respondent at home his new ideas for developing the 
economy of, and international cooperation in the Huang 
Hai-Bo Hai rim. 


Huang Hai-Bo Hai Rim To Become a New Economic 
Development Hot Spot 


Ji Chongwei told the correspondent that formerly when 
we studied a regional economic development strategy for 
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China, we considered the Bo Hai Rim in the same terms 
as the Zhu Jiang delta and the Chang Jiang delta. 
Recently, quite a few people in China as well as some 
Japanese and South Korean scholars have suggested 
considering the Huang Hai and Bo Hai rim. This idea 
makes a lot of sense. 


At this point, pointing at the globe in front of him, he told 
the correspondent that geographically people are in the 
habit of calling China, the Korean peninsula, Japan, Mon- 
golia, and the Russian far east the Far East. China is 
separated from the other east Asian countries by Bohai and 
the Huang Hai, by the Tumen Jiang, and by the borders 
between China and North Korea, China and Russia, and 
China and Mongolia. The Bohai is a Chinese inland sea; 
the Huang Hai is a Chinese external sea. The Huang Huang 
Hai-Bohai region, Kyushu Island in Japan, and the cities 
along the west coast of South Korea have geographical 
advantages for the development of economic cooperation. 
The Tumen Jiang in Jilin will also become a hot spot 
region for future economic development, but that is a 
fairly long way away. In recent years, Chinese-Russian, 
Chinese-Mongolian, and Chinese-North Korean border 
trade have developed to a certain extent; nevertheless, the 
development of border trade has been limited by many 
factors. It is limited to trade relations. Therefore, in the 
wake of the economic development of the Zhu Jiang Delta 
and the Chang Jiang Delta, the area around the Huang Hai 
and the Bohai will become new hot spots for China’s 
economic development. 


Five Advantages for the Development of International 
Economic Cooperation 


Ji Chongwei said the concept of a Huang Hai-Bo Hai 
economic area was proposed several years ago. This area 
includes Tianjin, Hebei Province, Beijing and the Shan- 
dong promontory, and the Liaodong peninsula. By 
enlarging it to include the Huang Hai, this area includes 
Jiangsu Province and Shanghai. He emphasized to the 
correspondent that the emphasis of international eco- 
nomic and technical cooperation in Northeast Asia 
should be on the Huang Hai-Bo Hai rim. Then, he listed 
five advantages that the Huang Hai-Bo Hai rim hold for 
international economic and technical cooperation as 
follows: 


First, the Bohai rim is China’s most economically devel- 
oped region. Seventeen cities and regions including 
Dandong, Dalian, Yingkou, Panjin, Jinzhou, Jinxi, Qin- 
huangdao, Tangshan, Tianjin, Cangzhou, Huimin, 
Dongying, Weifang, Yantai, Weihai, Qingdao and 
Rizhao form a crescent like a string of pearis studding 
the coastline. This crescent covers an area of more than 
170,000 square km with a population of more than 68 
million. Expanding the area slightly to include the three 
provinces of Liaoning, Hebei, and Shandong, and the 
two directly administered municipalities of Beijing and 
Tianjin, the population numbers approximately 200 
million with more than 100 cities large and small. A 
slight further expansion includes Shanxi and part of 
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Inner Mongolia, which also want to become a part of the 
access to the sea for northeast China, north China, and 
northwest China exports. It has a vast hinterland. This is 
China’s political center, and it is also north China’s 
economic center. It’s unique geographical position 
makes it an important window for the opening to the 
outside world of north, northeast, and northwest China. 
It is an important thoroughfare for the Europe-Asia 
continental bridge. 


Second, the area has plentiful natural resources. Bohai is 
China’s largest inland sea covering a 77,000 square km 
area containing copious marine and aquatic product 
resources. The Liaohe, North China, Dagang, and 
Shengli land and sea oil fields account for 43 percent of 
China’s total petroleum output. In addition, there are the 
coal bases in Shanxi and Inner Mongolia, which produce 
an abundant supply of energy. Reserves of aluminum, 
lead, zinc, and iron are plentiful. The region also pro- 
duces large quantities of agricultural products including 
wheat, paddy rice, corn, and soybeans. 


Third, land, sea, and air transportation form a contin- 
uous grid that radiates throughout the country and 
abroad. This area has more than 40 large and small 
harbors, the cargo handling capacity of these harbors 
accounting for 40 percent of the cargo handling capacity 
of all the country’s harbors. The region has more than 50 
air routes, more than 20 water navigation routes, and a 
highway network, which fan out in all directions to form 
a three dimensional sea, land and air transportation 
network. 


Fourth is the region’s strong industrial base and its 
scientific and technical strength. In the Bohai area alone, 
there are more than 30,000 industrial enterprises pro- 
ducing approximately 13 percent of the country’s indus- 
trial gross output value. Five of the nationally designed 
14 open coastal cities are in the area rimming Bohai. All 
of the five open cities have set up development zones 
that have attracted a large amount of foreign trader- 
funded enterprises. This area has rather strong scientific 
and technical forces, more than 1,000 natural science 
and social science research institutions, and 1.34 million 
research personnel. The educational level and caliber of 
the labor force throughout society here is fairly high. 


Fifth, tourism resources are very plentiful. Beijing, Tian- 
jin, Dalian, and Qingdao are all important tourism cities 
that attract large numbers of overseas visitors every year. 


Effort To Develop Sea Transportation 


Ji Chongwei said that the Bo Hai rim should stress the 
development of sea transportation. He said that the 
Ministry of Railways has plans for building a train ferry 
line between Yantai and Dalian to connect north-south 
railroad transportation via Yantai and Dalian for a great 
shortening of the hauling distance. This route is 89 
nautical miles long and requires a total investment of 1.3 
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billion yuan renminbi. Plans call for it to go into opera- 
tion in 1998. By 2000, it will have a 20 million ton cargo 
handling capacity. Its ultimate cargo handling capacity 
will be 50 million tons. Each year 1.3 billion yuan [figure 
as published] will be saved in shipping and loading and 
unloading fees, the investment recouped within five to 
six years. 

Second, plans call for construction of both a highway and 
a railroad running from Penglai to Changdao to Lushun. 
This highway and railroad will have both bridges and 
submarine tunnels. This sea-spanning highway will be 
134 km long, and will have seven large bridges, two large 
dikes, and 18 km of submarine tunnels. The total invest- 
ment is 5 billion yuan. If plans are completed promptly, 
it can be opened to traffic in 2010. The railroad’s annual 
transportation capacity will be 80 million tons, 20 mil- 
lion passengers, and 7.5 million motor vehicles, saving 8 
billion yuan each year. The entire investment can be 
recouped in 15 years. Once this sea-spanning highway 
has been built, the building of a north-south coastal 
railroad and highway artery will be possible. Its northern 
end will connect with Russia, and its southern end will 
connect with the Longhai Railroad and the Europe-Asia 
continental bridge. It will go directly through the Chang 
Jiang and the Zhu Jiang basins to set the stage for the 
economic development of coastal China and northeast 
Asia. 


The Main I of Economic Cooperation in the 
Huang Hai-Bo Hai Rim 


Ji Chongwei said that Japan, South Korea, and the areas 
concerned have all expressed great interest in the devel- 
opment of economic cooperation in the Bohai rim. Now 
we must go from the theoretical conception stage into 
real cooperation. He believes the main ingredients of 
international cooperation in Bohai rim to be as follows: 


Use of foreign capital to accelerate the construction of 
communications and transportation. The aforemen- 
tioned railroad ferry project and ocean-spanning 
highway project will play a large role in attracting 
Japanese and South Korean capital. In addition, expan- 
sion of air and sea navigation routes with Japanese and 
South Korean coastal cities will also help China’s eco- 
nomic contact with Japan and South Korea. 


Second is industrial cooperation. The labor-intensive 
industries of Japan and South Korea are looking for ways 
to shift production abroad. The Bo Hai rim has a good 
industrial base, numerous established firms, a good 
investment climate, and short delivery distances. Thus it 
favors joint ventures and cooperation. 


Third is scientific and technical cooperation. We have so 
many scientific research organizations that can enter 
into scientific and technical cooperation with Japan and 
South Korea. We lack the capital to commercialize our 
scientific and technical achievements. Technical cooper- 
ation can solve the funds problem enabling us to trans- 
late scientific and technical achievements into 
productivity at once. 
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Fourth, cooperative efforts can both exploit marine 
resources and prevent sea pollution. China now seriously 
pollutes its coastal waters. Japan’s and Korea’s sea 
pollution prevention is more advanced than ours. We 
can work together. Broad prospects for cooperation also 
exist in the areas of petroleum and natural gas extrac- 
tion, salt extraction, the rearing of aquatic products, and 
marine fishing. 


Fifth is cooperative building of farm, livestock, and food 
industry bases. Shandong has several million mu of 
unreclaimed land in Dongying and Binzhou City. Indus- 
trial pollution of the land in the Huang He delta is slight. 
“Green products” may be produced here, building rice, 
edible oil, livestock, and vegetable bases. 


Good Coordination in Three Ways 


In talking about how to accelerate international cooper- 
ation in the Huang Hai-Bo Hai rim, Ji Chongwei feels 
cooperation is needed in three regards as follows: 


The first is for Beijing, Tianjin, and Hebei Province to 
join together to form a nucleus. These two cities and one 
province are located at the center of the economic zone. 
Unless they form a nucleus, the Shandong promontory 
and the Liaodong peninsula will not take action, much 
less will they cooperate to form a Bo Hai rim economic 
zone. Once the region has been organized, contacts 
among enterprises and industries can develop. 


Second is the formulation of a development plan for the 
Huang Hai-Bohai rim. The State Planning Commission 
has to take the lead in this task, all jurisdictions taking 
part. 


Third is more exchanges and study by the countries 
interested in the Bo Hai project. Right now, Japan, and 
South Korea are very interested in such study. We must 
quickly organize the research institutions and academic 
organizations concerned, or even organize an association 
of provincial governors and city mayors. We should start 
with civilian organizations, later including semi-official 
and official organizations to change this concept from a 
plan into reality. 


Enterprise Bankruptcy: Status, Recommendations 


94CE0721A Beijing QIYE GUANLI [ENTERPRISE 
MANAGEMENT] in Chinese No 8, 1 Aug 94 pp 11-12 


[Article by Di Na (3695 1226), affiliated with the State 
Economics and Trade Commission’s Enterprise Office: 
“Enterprise Bankruptcy: Status Quo, Difficulties, and 
Countermeasures”’} 


[FBIS Translated Text] At the beginning of 1994, nine 
departments—the State Economics and Trade Commis- 
sion, the State Planning Commission, the Ministry of 
Finance, the People’s Bank of China, the Ministry of 
Labor, the State Auditing Administration, the State 
Administration of Taxation, the State Administration of 
State Property, and the Industrial and Commercial Bank 
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of China—recommended the institution of experimental 
work in 18 cities, such as Shanghai and Tianjin, on 
“optimizing capital structure to enhance enterprise 
might,” listing “bankruptcy” as one of the key items of 
the experimental work. 


I. Recent ~), in Enterprise Bankruptcy in 
Experimental Cities 

Incomplete data for the end of February 1994 show that 
in the 18 experimental cities, 156 enterprises, or 3.4 
percent of the state-owned industrial enterprises in the 
experimental cities, had met legal bankruptcy terms. By 
now, 14 cities have set forth plans for 93 enterprise 
bankruptcies, or 59.6 percent of these 156 enterprises. Of 
the 93 planned enterprise bankruptcies, 40, or 43 per- 
cent, have made advance bankruptcy plans This includes 
11 large enterprises, or 27.5 percent, 17 midsize enter- 
prises, or 42.5 percent, 11 small enterprises, or 27.5 
percent, and | joint-venture enterprise, or 2.5 percent. 
These 40 enterprises have gross assets worth 4.296 
billion yuan, and gross liabilities of 4.576 billion yuan, 
giving them an assets liability ratio averaging 106.52 
percent. Of their gross liabilities, bank loans make up 
2.724 billion yuan, or 59.52 percent. These enterprises 
involve 85,905 employees, of whom 58,916 are working 
- = are retired, for a ratio of workers to retirees 
of 1 : 0.46. 


To move forward with bankruptcy implementation, all 
experimental cities have done much work. Most experi- 
mental cities have set up “special bankruptcy groups,” 

with ones, such as Chongqing, Tianjin, Shanghai Shen- 
yang, Qingdao, Changchun, Taiyuan, Zibo, Qigihar, 
Zhuzhou, and Bengbu, also having made advance enter- 
prise bankruptcy plans based on on-site investigation 
and study. As to one bankrupt enterprise in Shanghai for 
instance, the city has estimated the enterprise bank- 
ruptcy costs and their percentages to be shared by the 
Center and the locality. The city of Shenyang, to adapt to 
the status quo of faster adjustment of large and midsize 
state enterprises, has set up a special “Large and Midsize 
State Enterprise Bankruptcy Office.” Tianjin has set up 
a “Liquidation Office,” with participation by units, such 
as the Economics Commission, the Supreme People’s 
Court, and the Intermediate People’s Court, to act as a 
centralized agency for enterprise bankruptcy and non- 
bankruptcy liquidation matters, which is doing a good 
job of dovetailing enterprise bankruptcy work by the 
government and judicial organs. Zhuzhou has clarified 
that basic-level and municipal courts will hear enterprise 
bankruptcy cases based on the same-level industrial and 
commercial registration jurisdiction, while Tianjin has 
differentiated this jurisdiction by assets, with cases 
involving over 80 million yuan heard by the Supreme 
Court, and those under 80 million yuan by the Interme- 
diate Court, so that judicial organs can better meet the 
needs of an intensified bankruptcy dynamic. Until our 
social security system is made sounder, Tianjin’s No ! 
Light Industry Bureau is also conducting valuable explo- 
rations in surplus employee management through its 
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“Unemployment Management Center.” In addition, 
some cities are following Shenzhen’s example, by setting 
up special bankruptcy courts to hear bankruptcy cases, to 
make their bankruptcy work more specialized. 


II. Difficulties in Bankruptcy implementation and 
Countermeasures 


While implementing bankruptcy, by establishing bank- 
ruptcy forces, is a crucial immediate matter that is 
unavoidable to intensify enterprise reform and establish 
a modern enterprise system, the status quo of enterprise 
bankruptcy in the experimental cities shows that imple- 
menting bankruptcy, by establishing bankruptcy forces, 
is a very difficult and complicated task. Our current 
studies of countermeasures to implement bankruptcy 
should be aimed mainly at the following difficulties: 


—Empioyee Subsistence Relief and Job Placement 


Employce subsistence relief and reemployment are the 
greatest difficulties faced after state enterprises go bank- 
rupt. The state has recently set forth clearly that once 
enterprises go bankrupt, the income derived from the 
sale and auction of their assets should be used primarily 
for arranging employee dismissals, job transfers, 
training, and basic subsistence, which will largely resolve 
the subsistence relief matter for employees of bankrupt 
enterprises. As state-enterprise employees have long not 
been part of insurance-cost systems, such as pension 
set-asides in advance, with human-capital compensation 
regarded as profit percentages to be paid into state 
revenue, using bankruptcy assets for employee place- 
ments is theoretically a sort of compensation for past 
employee wage and labor insurance, particularly pension 
and unemployment insurance. In operation, court judge- 
ments can make the section of the “Bankruptcy Law” on 
“employee wage and labor insurance costs owed by 
bankrupt enterprises” their first order of liquidation 
business. 


Practice has proved that it is impossible for the govern- 
ment to make all of the arrangements for the employees 
of bankrupt enterprises, so that the basic way to resolve 
the matter is through personnel separation. The separa- 
tion form is handled according to the “Placement Reg- 
ulations for Surplus Employees of State Enterprises.” 
Surplus employees are unemployed in line with public 
endurance, covered by unemployment insurance while 
they are unemployed. In cases where separation and 
coverage by unemployment insurance is difficult, the 
income derived from converting bankrupt enterprise 
assets into cash is used for placements. To reduce the 
public repercussions until our social security system is 
complete, the relief and placement of bankrupt enter- 
prise employees can be temporarily the responsibility of 
the enterprise responsible department, with diverse 
means used to reemploy bankrupt enterprise employees, 
such as organizational transfer, labor export, job intro- 
duction, providing for and helping oneself in engaging in 
production, and finding jobs on one’s own. 
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We need to add that the placement of employees with the 
income from bankrupt enterprise auctions must be pre- 
mised on personnel separation. It is only when payment 
of costs by bankrupt enterprise employees according to 
the pertinent state unemployment, pension, health care, 
and surplus personnel placement policies do not apply 
that auction earnings can be used for payments. Mean- 
while, the placement-cost criteria need to be appropriate 
and reasonable, to prevent a situation in which “bank- 
ruptcy is reasonable but profitable,’ leaving the 
employees of bankrupt enterprises better off than those 
of nonbankrupt ones, and to keep from getting out of line 
with the original intention of establishing forces for 
excellence. 


—The Delimitation of Bankrupt Assets 


Whether bankrupt-enterprise land, welfare facilities and 
employee-raised funds are to be included in bankrupt 
assets is a very crucial matter. When old state enterprises 
go bankrupt, the net value of their fixed assets is very 
low, with their value often being in their land. In 
deciding whether bankrupt-eaterprise land should be 
included in bankrupt assets, our determination could be 
based on the form in which land use rights were 
acquired. The “PRC Interim Regulations on the Sale and 
Transfer of Urban State-Land Use Rights” provide that: 
“In cases where land users that acquired free transfers of 
land use rights stop using the land due to moving, 
dissolution, revocation, bankruptcy, or other reasons, 
the municipal or county people’s government should 
recover the transfers o” ‘and use rights free, and can sell 
them according to the , rovisions of these regulations.” 
This means that where land use rights were acquired 
with compensation, the land is included in bankrupt 
assets; where the transfer of land use rights was acquired 
free, the land is in principle not included in bankrupt 
assets, but recovered by government. For all involved in 
enterprises on the verge of bankruptcy (all assets, bonded 
debts, and employees), land sale funds can take prece- 
dence, with the preferential part used mainly for 


employee placement. 


As to bankrupt-enterprise public welfare facilities, such 
as schools, hospitals, kindergardens, and employee living 
quarters, they are included in bankrupt assets discrimi- 
nately, with schools, hospitals, and kindergardens that 
are no longer needed recoverd by the government and 
returned to the administration of the education and 
public health sectors; employee living quarters need to 
be sold as much as possible to individuals or the housing- 
management sector, with the realized income to be 
included in bankrupt assets in the interests of clarifying 
property rights. In cases where they cannnot be bought, 
they will revert to administration by the pertinent gov- 
ernment sector. 


Funds raised by the employees of bankrupt enterprises 
can be classified by nature: Borrowings can be dealt with 
as employee wage debits, with borrowing interest calcu- 
lated according to bank interest rates on the same term 
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deposits, and the excess included in bankrupt assets; 
capital fund investments will be treated as bankrupt 
assets. 


—The Mortgage and Realization of Bankrupt Assets 


Many enterprises now acquire bank loans in the mort- 
gage [collateral] form with assets as security. As the 
“Bankruptcy Law” provides that “secured assets are not 
bankrupt assets,” enterprises actually have no assets to 
put into bankruptcy unless banks renounce their rights to 
priority compensation. 


So in all cases of enterprise bankruptcy where assets are 
mortgaged and creditors do not renounce their rights to 
priority compensation, bankruptcy liquidation can occur 
through using the part of the mortgaged value that 
exceeds the mortgage amount. If bankrupt assets are not 
enough to pay bankruptcy costs, then the courts, when 


unliquidated liabilities no longer to be liquidated, and 
nullification of registration. 


In addition, the realization of the assets and land use 
rights of some bankrupt enterprises is very difficult. One 
way to resolve the matter is for experimental enterprises 
to buy into and merge with companies, or to achieve 
assets realization through trading exchanges. The “con- 
version of liabilities to shares” could also be considered. 
Enterprise creditors could directly “‘convert liabilities to 
shares,” while bank creditors need to resolve intermedi- 
ary-agency matters through means, such as investment 
companies, assets management companies, and founda- 
tions, for indirect “conversion of liabilities to shares.” 


—The Matter of Security Joint Liability 


Certain responsible departments, to get loans for their 
subordinate enterprises that have poor credit, do not 
hesitate to order those with good credit to act as security, 
even acting as security themselves, which has touched off 
many cases of joint bankruptcy and security involvement, 
obstructing the normal bankruptcy process. So how to deal 
with joint bankruptcy and security involvement in bank- 
ruptcy proceedings is also a particular problem in bank- 
ruptcy implementation. We could consider classifying 
secured creditor’s rights up to 23 February 1993 as follows: 
1) All administrative security provided since the State 
Council General Office issued its “Circular on Strictly 
Forbidding Administrative Organs from iding Secu- 
rity for Economic Activities” is invalid; 2) Units providing 
administrative security that have already been converted 
to corporate entities, from the day on which they are 
converted to corporate entities, will be liable for joint 
discharge of loan security; 3) Units providing administra- 
tive security that are still administrative organs, as to debts 
of others that they are unable to pay, will either have them 
paid by finance departments at the same level, or when 
necessary have their wages and operating funds withheld 
as punishment. 
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—The Matter of “First Separation and Then Bankruptcy” 


A current glaring problem in the implementation of 
bankruptcy by large and midsize state enterprises is that 
while enterprises have generally mei the terms for legal 
bankruptcy, certain of their shops and production lines 
still have value, with marketable products and profit- 
making capability. So to reduce the losses disclosed by 
bankruptcy to a minimum, these enterprises have set 
forth an “apple-picking” theory. This involves first strip- 
ping off the vital parts of enterprises that are planning to 
go bankrupt, to form new production operation entities, 
and then assuming their liabilities based on an assets 
liability ratio that allows them to survive and grow, thus 
giving new life to these assets, not letting all of the 
enterprises’ state assets “continue to fester,” and leaving 
the rest to go bankrupt according to law. Meanwhile, in 


much as possible. The views on this now vary. Some 
comrades proceed from the realities, holding that it will 
ultimately benefit creditors and owners, so approve of it; 
others hold that it at least evades the law, eroding the 
legititmate rights and interests of creditors, and at most 
constitutes bankruptcy fraud, so should be subject to 
criminal liability. So we suggest temporarily stopping the 
debate, first selecting a number of enterprises to make 
advance case estimates, and using the data to illustrate 
the feasibility of this line of thinking. 


Economists Disagree on Inflation, Unemployment 
94CE0738A Hong Kong TANGTAI [CONTEMPORARY] 
in Chinese No 41, 15 Aug 94 pp 27-29 


[Article by Zheng Enfu (4453 1869 1381), professor and 
vice chairman, Department of Economics, Shanghai 
Finance and Economics University: “A Choice Between 
Eliminating Unemployment or Inflation— 


Disagreements Over Macro and Control”’] 


{FBIS Translated Text] In recent months, the issue of 
whether efforts should be spent on controlling inflation 
or on the related question of unemployment has caused 
serious disagreements at the supreme decision-making 
level and in economic circles in China. The scope of this 
round of disputes is still widening, and it is expected that 
the debates will continue well into the second half of the 
year. More important is that related disputes also 
involve the policy direction of China’s macro regulation 
and control. People who are concerned about China’s 


Inflation Encourages Speculations 


One school (Editer’s note: As represented by Wu Jinglian 
[0702 2417 8834] and others) believes that inflation is the 
enemy of state policies and It believes that 
inflationary policies will not work and that the key to the 
success or failure of all measures lies in stabilizing the 
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currency, and therefore we must immediately raise the 
interest rates. The main reasons are: 


i. Inflation produces serious social consequences. For 
example, industries are not as profitable as business, 
and doing business is not as profitable as hoarding 
—s For the masses, the worst off is the 

class. Those who engage in 
scamditians an Ge ater tend ann Gd tm Gaakted 
waters—take advantage of the confusion and get rich, 
and in turn, this leads to even more unfair distribu- 
tion of the national income. 


2. Increasing the money supply as a way to ease state- 
owned enterprises’ problems is like drinking poison 
to quench thirsi—seeking temporary relief regardless 
of the consequences. If we “flood” the market with 
low-interest loans (actually negative interest loans,) 
we will only lower the use-efficiency of funds and 
create a vicious cycle of inflation, followed by low 
efficiency, followed by runaway inflation, or it may 
even evolve into inflation at the macroeconomic level 
and enterprise recession at the microeconomic 
level—a difficult and complicated case consisting of 
two evils. 

3. The theory that the price of keeping unemployment 
down is high inflation has long been refuted in 
Western economic circles as a misapplication of the 
Phillip’s Curve. People have learned their lesson from 
the ill consequence of “stagflation” caused by the 
macroeconomic policy of trading unemployment for 
inflation. Nobody believes that inflationary policy is 
the magical potion for curing recession and unem- 
ployment anymore. 

4. Inflation is the prime culprit that throws the price 
system into chaos and makes it impossible to 
straighten out relative prices, so that the pricing 
mechanism which is the most important mechanism 
in the market economy cannot function normally to 
allocate resources properly. 


5. Inflation causes the foreign exchange rate to surge, 
preventing the RMB from becoming a freely convert- 
ible currency by undergoing foreign exchange reform. 
It causes foreign capital invested in China to rapidly 
depreciate in value, seriously undermining our ability 
to further absorb foreign capital. 

Another school (Editor’s note: namely Li Yining [0632 

0110 1380]) advocates that in view of today’s economic 

situation, we should give priority to employment while 

we also consider other policies to stabilize prices. They 
believe that it is not necessary to give priority to stabi- 
lizing prices. Their theoretical bases are: 

Unemployment Intensifies Contradictions Even More 

1. The victims are different: Because almost everybody 
is a victim of inflation, nobody is going to take the 
lead to make trouble. Unemployment only victimizes 
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some people, and the conflicts are more easily height- 
ened or turned into a public security problem, and the 
victims may organize themselves politically into an 
opposition force. If we believe that both inflation and 
the probability of unemployment causing social 
turmoil is much greater. 

2. Possible means of salvaging the situations are dif- 
ferent: To deal with high inflation, there are many 
things the government can do to ease the situation. 
For example, it can introduce guaranteed-value bank 
pension to an index, issue coupons to ration everyday 
essential goods to curb price increases, or sell the 
government’s reserve of goods and materials. When 
unemployment becomes a serious problem, however, 
there is little the government can do. 


3. The effects on macroeconomic operations are dif- 
ferent: We must not underestimate the impact of a 
growing unemployed population. Under an infla- 
tionary situation, the continuous increase in the 
prices of capital goods will have an effect on the 
producers, which should not be overlooked, but it will 
not seriously interfere with the economic functions at 
the macro level. 


4. Although inflation is running high, society is also 
better equipped to deal with higher prices. Inflation is 
kept within the limits of society’s tolerance, and there- 
fore the problem is not serious. 


To Deal with Recession, We Must First Deal with the 
Economic Boom 


Another school (Editer’s note: Zhu Rengji. vice premier of 
the State Council, appears to held this viewpoint) suggests 
that curbing inflation is the critical link in smoothing the 
relationship between reform, development, and stability. 
The core ideas are: 


1. We must pay special attention to the big question of 
inflation. If prices refuse to come down, it will be 
difficult to maintain stability, and we wiil not be able 
to continue the reform process, and there will be no 
more development. 


2. To cure recession, we must first deal with the eco- 
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3. There is a three-prong measure for curbing inflation: 
One, tightly control the excess scope of capital con- 
struction (for example, strictly enforce the two 
administrative measures of checking before 
trolling the loan amounts) and limit the over- 
expansion of consumption funds. Two, focus on 
agriculture and the market basket project. Three, do a 
government subsidies. Thereupon, we can gradually 
nurture and improve the grain and agricultural 
product markets to restore proper prices. 


Double Digit Inflation Must Be Put Under Control 


Since China’s reform and opening up, inflation has 
remained a very controversial issue both in theory and in 
policy. There have been recurring great debates, and the 
current round is just a continuation of the great debate of 
1988. Obviously, talking generally about “employment 
comes first” is not going do much good. I personally 
believe in tightly controlling the double-digit inflation. 
Today we must not ease up on efforts to curb inflation, 
but at the same time, we must prevent enterprises reform 
and the “flood of peasant workers” from causing wide- 
spread unemployment. 

First, the objective conditions for using high inflation 
rate to promote economic growth are absent in China at 
this stage. If society’s effective demand is very inade- 
quate, a certain amount of inflation can get the idle 
resources moving again and in turn stimulate economic 
growth without causing sharp increases in prices. How- 
ever, overall China has always had an economy of 
shortages or an inflationary economy rather than a 
“surplus economy.” Because the policies are not in place 
yet, investments and consumption car cause economic 
expansion, and if a double-digit inflation policy is put 
into effect, it will be like adding fuel to fire and will cause 
the entire economy to go out of control. Enterprise 
supply, which includes supply by state-owned enter- 
prises, is not very elastic, and it is not possible to balance 
the inflation-induced extra demands by quickly 
increasing supply. This will necessarily manifest itself in 
soaring product prices. Furthermore, the newly added 
currency created by inflation always flows toward prod- 
ucts that are in short supply and to the labor and services 
sectors. Objectively, this will facilitate the optimal allo- 
cation of resources and improve the industrial structure. 
But China’s investment and pricing mechanisms are 
very unsound. Over-issuance of currency often causes a 
“bloated”-kind of economic growth and cause the 
economic structure to deteriorate. 


Will All Three \“conomic Indicators Be Exceeded? 


Two, the over-issuance of currency creating pressure on 
the scope of investments is the main cause of “galloping” 
inflation. Last year, society’s total fixed asset invest- 
ments came to 1.18 trillion yuan, 50 percent more than 
in the year before and accounting for 37.5 percent of the 


Huanghe River (sustained double-digit inflation,) 
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someone insists on giving priority to preventing fire on 
Dahinganling Mountain (3 percent unemployment rate 
in cities and towns.) Is this a correct decision? We should 
public thinks inflation is the major threat and should be 
dealt with as such. It is foolish to think that society can 
tolerate inflation since there is no panic buying and no 
street demonstrations. 





China’s Inflation and Unemployment Rates In Recent 





























Years 
_ or aa ulation p —ao 
million 
1986 6.0 2.644 2.0 
1987 7.3 2.766 2.0 
1988 18.5 2.962 2.0 
1989 17.8 3.779 2.6 
1990 2. 3.832 2.5 
1991 2.9 3.522 2.3 
1992 5.4 3.603 2.3 
1993 13.0 3.911 2.6 














1. Inflation rate is based on the nation’s retail price index. 

2. Unemployed population refers to the unemployed in cities and 
towns. Because of the huge amount of hidden unemployment, it ts 
estimated there are 15 million “on-the-job unemployed workers.” 

3. Mainland China's unemployment rate only takes into account 
workers in cities and towns; there are no official statistics on rural 
unemployment. It is estimated that there are approximately 
130 million unemployed rural workers. 


Share System, State-Owned Firms Viewed 
95CE0030A Beijing CAIZHENG YANJIU [FINANCIAL 
RESEARCH] in Chinese No 8, 5 Aug 94 pp 2-12 


{Article by Sun Gang (1327 6921), Wang Yunguo (3769 
6663 0948), and Yang Xiaozhou (2799 1420 5297): 











JPRS-CAR-94-054 


15 Nevember 1994 
1. SF Go Galsiny Satoeuasd Extate 
Mechanism Transfermation Choices 


1. Re-examination of State-owned Enterprise Reform 


The reform of state-owned enterprises has been the key 
link throughout the country’s economic system reform. 


state and the enterprise rather than changing the internal 
mechanism of the enterprise. At first, these reforms 
showed marked results, but after a time, they began to 
exhibit marked limitations that made the intensification 
of reform difficult. One such was the state’s simple 
reduction of taxes and transfer of profits to enterprises, 
which was limited by society's financial resources. Prior 
to reform, despite the very high concentration of 
national financial resources, the total amount of finan- 
cial resources was by no means large. The amount of 
that could be reduced and the amount of profits 
could be turned over to enterprises was limited. 
When tax reductions and profit concessions had to be 


q 
i 
3 
f 
F 
2 
i 
8 


i 
li 
i 
a 
Tt 


sions. the murkiness of government func- 
tions in which it was difficult to distinguish where 
agement began. The “officials will control” mentality 


all 
if 
EH 
lat 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 














JPRS-CAR-94-054 
15 November 1994 


between the state and enterprises never got beyond the 
income distribution system; however, because the basic 
relationship between the state and enterprises (the equity 
rights system) was never worked out, income distribu- 
tion was an enduring bone of contention. Fourth, the lag 
in reform within enterprises meant that enterprises 
never applied effectively the authority and rights that 
were delegated to them. Although they had the authority 
and the financial resources, some concerns did not know 
how to use them. Consequently low return or even no 
return investment projects proliferated producing a sit- 
uation in which a shortage of financial resources and 
waste of financial resources existed at the same time. 2) 
Although some probing of reform possibilities within 
enterprises was attempted, no main direction of attack 
was every found. Over the years, many reform measures 
focused on enterprises’ internal mechanisms, but they 
always had to do with a part of the system or just some 
methods without striking at the root of problems. Con- 
sequently, what passed for reform was actually improve- 
ment. Enterprises found it difficult to act in ways that 
were consistent with a socialist market economy. 


The main reasons for the above problems lay in the lack 
of clarity about the overall goals of reform. Enterprise 
reform was always a process of taking a step then 
determining what the next step should be, or even reform 
for reform’s sake. If one were to say that during the early 
period of reform everything was at the trial and error 
stage, and that it could not have been otherwise, now 
that the new road for instituting a new socialist market 
economy system has been charted, the next step in the 
reform of state-owned enterprises must be to set overall 
goals so as to be able to proceed in a step-by-step, orderly 


way. 


2. Overall Objective in Changing Enterprises’ Operating 
Mechanisms and Analysis of the Present Situation. 


It must be made clear that the main goal in transforming 
the operating mechanisms of state-owned enterprises is 
substantially the main goal of state-owned enterprise 
reform as well. This goal includes at ivast the following 
three prerequisites: First is maintenance of the socialist 
system of public ownership. This is necessary for the 
consolidation and defense of the foundation of the 
socialist economy. Second is to help move enterprises 
into markets, increasing their competitive vitality. Third 
is to act as the country’s circumstances permit. The goals 
of state-owned enterprise reform must take into account 
China’s basic circumstances, as well as enterprises cur- 
rent conditions and problems so that transformation of 
the mechanism is feasible. 


In light of the above requirements, we believe that the 
goal of both state-owned enterprise reform and transfor- 
mation of operating mechanisms should be to establish a 
basic enterprise system that permits enterprises to get rid 
of administrative interference to become economic enti- 
ties and market entities that truly make their own 
operating decisions, are responsible for their own profits 
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and losses, and that exercise self-restraint. This is basic 
to the founding of a socialist inarket economy system. 
Only when they are responsible for their own operating 
decisions and for their own profits and losses can state- 
owned enterprises become dynamic market entities, and 
only then will they be able to react to national economic 
regulation and control in a way that is consistent with 
market laws. Only in this way can equal competition 
among enterprises unfold, and only in this way can a 
self-restraint and a survival of the fittest mechanism take 
shape through competition, thereby constructing a 
microeconomic foundation for the market economy. 


Making one’s own operating decisions and being respon- 
sible for ones own profits and losses complement each 
other. On the one hand, making one’s own operating 
decisions is a prerequisite for being responsible for ones 
own profits and losses. Making enterprises responsible 
for their own profits and losses requires that enterprises 
have full authority to make their own operating deci- 
sions. If one says that state responsibility for profits and 
losses is an administrative system associated with direct 
government management of enterprises, then responsi- 
bility for one’s own profits and losses is another admin- 
istrative system associated with making one’s own 
operating decisions. If an enterprise cannot make its own 
operating decisions, there is no reason it should bear 
responsibility for the results of its operation. On the 
other hand, responsibility for ones own profits and losses 
is an inevitable outcome of making one’s own operating 
decisions. When an enterprise makes its own operating 
decisions, it must bear responsibility for whether it 
shows a profit or a loss; otherwise, there are no internal 
restraints on the enterprise. This leads to an abuse of the 
right to make independent decisions, and damage to the 
interests of the owners. 


At the present time, a significant number of state-owned 
enterprises have yet to achieve true decision-making 
authority and bear responsibility for their own profits 
and losses. The main reasons are as follows: 1) the huge 
size of government agencies makes changing their func- 
tions difficult. Statistics show that in 1992, the nation’s 
cadre corps numbered close to 35 million, and was 
increasing by 1 million each year. Overstaffing and 
agency bloat not only produces redundant management 
of enterprises, but results in conflicting instructions that 
leave enterprises not knowing what to do. 2) Markets are 
not mature. Enterprises are very greatly limited by the 
lack of markets ability to make their own decisions; 
consequently, enterprises have no choice but to continue 
to rely on government to solve their money, materials, 
pricing, and labor problems. 3) Failure to solve the 
problem of who is responsible for losses. The leasing 
system cannot solve this problem, nor can the profits and 
and losses contracting system is, in essence, a rewards 
and punishments system, the goal of which is to tie the 
amount of individual income to the rise and fall of 
enterprises’ economic returns. In practice, when con- 
tracting state-owned enterprises show a loss, mostly they 
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handle it in one of the following ways: First is to assign 
it to accounts pending; second is to offset it against the 
enterprise’s previous retained profits; third is to lower 
the contract base figure; and fourth is to get a govern- 
ment subsidy. Inasmuch as retained profits are really 
“money retained for use,” legally they still belong to the 
state. Therefore, it is the state that becomes ultimately 
responsible when the above methods are used. When 
enterprises bear no responsibility for losses, they have no 
choice but to do whatever the government agency com- 
mands regarding production, sales, and distributions. 


3. Real Choices in Transforming Enterprises Operating 
Mechanisms. 


As was mentioned above, if enterprises possess only the 
right to make their own operating decisions, they are still 
unable to fashion a mechanism for being responsible for 
their own profits and losses. So-called profits and losses 
are a comparison of returns against assets; thus, respon- 
sibility for profits and responsibility for losses applies to 
the owners. For state-owned enterprises to be truly 
responsible for their own \)/ ofits and losses, not only do 
they have to have authority to make their own decisions, 
but authority to control the disposal of operating assets 
as well. What will both ensure no change in the nature of 
the ownership system but will also enable enterprises to 
be responsible for their own profits and losses? This is 
where the difficulty lies in transforming operating mech- 
anisms, and intensifying enterprise reform. 


This difficulty has stumped China’s theoreticians for a 
long time. Under the halo of public ownership before 
reform, the private ownership idea was discredited. 
Ownership rights were replaced by public ownership. 
The increasingly ossified system impeded the develop- 
ment of productivity. People gradually came to realize 
the distinction between ownership rights and operating 
rights. Therefore, the theory of “separation of the two 
rights” was advanced during the early period of reform, 
meaning the separation of ownership rights and oper- 
ating rights. Generally speaking, ownership rights 
include possession or occupancy rights, use (operating) 
rights, disposition (disposal) rights, and benefits rights. 
Operating rights are an integral part of ownership rights. 
The “separation of the two rights” is not just the 
separation of operating rights from ownership rights. It 
also includes separation of possession rights and disposal 
rights. Therefore, the “separation of the two rights” 
actually has as a premise the transfer of operating rights, 
possession rights, and disposal rights. Following “‘sepa- 
ration of the two rights,” the owner has only the most 
nuclear benefit rights left. However, operating rights 
without benefit rights still makes it difficult for an 
enterprise to be responsible for its own profits and losses. 
Therefore, some proposed the contracting theory. The 
crux of contracting theory is the joint sharing of benefit 
rights by operators and owners, i.e., firmly setting the 
amount of returns for the state, enterprises retaining all 
in excess or making up any shortfall. However, this idea 
still failed to solve the enterprise profit and loss problem. 
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Practice with contracting fully demonstrated this point. 
If all benefit rights are turned over to enterprises, own- 
ership will be a hollow name, but unless all benefit rights 
are turned over to enterprises, the problem of being 
responsible for losses cannot be solved. Transformation 
of the mechanism has no substance. Therefore, quite a 
few people feel that maintenance of the state’s asset 
ownership rights and making enterprises responsible for 
their own profits and losses are incompatible. What 
escape is their from this blind alley of theory and 
practice? After trying out all sorts of reforms, people 
gradually came to focus on the share system. 


2. New Awareness of the Function of the Share System 
1. Function of the Share System 


The nature and character of the share system imbue it 
with three functions: money raising function, incentive 
function, and restraint function. 


1) The Money Raising Function 


The money raising function of share system enterprises 
is more pronounced than in independent proprietorships 
and partnerships for the following reasons: First, corpo- 
rations that issue shares can obtain financing from the 
public simply by issuing shares. By contrast, sole propri- 
etorships and partnerships are more limited in both the 
number of investors and the amount of investment since 
they cannot issue shares. Second, the shareholders of 
share system enterprises bear only limited liability. Even 
if the corporation goes bankrupt, the only loss to share- 
holders is the shares they hold, and investment risk can 
be changed through the transfer of shares. Therefore, so 
long as a concern has development potential, it can fairly 
easily get investors to invest. Third, share system con- 
cerns can merge with or control other concerns by 
holding shares in another firm or by mutual share 
holding, thereby accelerating capital concentration to 
become entrepreneurial groups having enormous econo- 
mies of scale and mammoth economic power. Fourth, 
share system concerns have advantages in attracting 
foreign capital. By issuing shares to investors outside the 
country, share system concerns can fairly readily raise 
large sums of foreign capital. Were they to use foreign 
loans, they would have to go through lengthy negotia- 
tions and solve the problem of obtaining counterpart 
funds inside China. 


One view expresses doubt that the share system can play 
the function it should in raising capital in China during 
the present stage. It maintains that China practices 
public ownership, and that the national treasury is able 
to build large and medium size engineering projects 
above norms. During the First Five-Year Plan, it built 
156 key projects, the Chang Jiang Bridge, the new 
Anjiang Hydropower Station, the Chengdu-Kunming 
Railroad, the Baoshan Iron and Steel Mill, and the 
Taishan nuclear power station with government invest- 
ment, and it did not have to use the share system to do 
it. At the same time, most of the savings of the citizens 
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today is in the form of bank deposits, and the banks are 
already using bank deposits, as their term structure 
permits, to make short, medium, and long-term invest- 
ments. Thus, if the share system is used to raise funds, 
the funds needed for social reproduction cannot be 
increased without transferring the populace’s savings 
deposits. Thus, they feel that the money raising function 
of the share system cannot be used to full advantage in 
China. Such a view is biased. 


First of all, since the advent of reform and opening to the 
Outside world, because society’s financial resources are 
scattered, investment covered by the budget as a per- 
centage of all social investment has gradually declined 
from about 50 percent at the outset of reform to the 
present less than 20 percent. This sum is not even 
sufficient to meet the funding requirements of national 
key construction projects, never mind readjusting the 
imbalanced industrial structure. Given the present enor- 
mous fiscal deficit, the national treasury’s investment 
capabilities can no longer be mentioned in the same 
breath as those at the outset of reform. 


Second, although bank loans are the main source of 
capital for enterprises, not only is it necessary to repay 
the principal on bank loans, but a very high interest must 
also be paid. Already staggering under a heavy principal 
and interest repayment burden, today many concerns 
can hardly seek more assistance from the banks. By 
raising money through stock shares, however, not only 
does one not have to repay the principal, but the size of 
dividends and bonuses depends on business returns. 
They are not fixed and immutable. Therefore, not only 
can a lot of money be raised from stock shares, but the 
cost of raising it is low. This helps enterprises develop 
production. 


Next, the issuance of shares can attract a lot of cash and 
idle funds in the hands of the populace. It can mobilize 
money in society that is not available through savings 
accounts. It can transform some consumption funds into 
production funds. This plays an important role in invig- 
Orating state-owned enterprises and in readjusting the 
economic structure. 


In addition, the shareholding system can increase the 
number of investors, spread investment risk, and pro- 
mote the rational circulation of production elements. 


2) Incentive Function 


The shareholding system pervades the modern economy 
not only because it amasses funds, but because of its 
operating vitality. This vitality stems from its incentive 
function. Some people feel that the incentive function of 
the shareholding system lies in permitting staff members 
and workers to buy shares, making them shareholders. 
Actually, the incentive function of the shareholding 
system is manifested mostly in the following several 
ways: 


First, the defined equity rights relationships and the 
distinctive organizational structure ensure that the cor- 
poration can make its own policy decisions. Although a 
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mass of shareholders possess ownership rights to the 
assets of a share corporation, once they elect the organi- 
zation that represents them—the board of directors— 
they lose the right to control disposition of the assets 
directly. As the legal representative of the corporation, 
the board of directors enjoys juridical property rights, 
ie., the board of directors holds full right to assign the 
corporation’s assets and the authority to make all oper- 
ating decisions. This brings the plural ownership into 
harmony with centralized decision making, meaning 
that the corporation’s ownership rights and operating 
authority are centralized at the board of directors level. 
This new relationship in which ownership right and 
operating authority are both differentiated and tied 
together increases the timeliness and the workability of 
the board of directors’ decisions; thus, the corporation 
can better respond to the fast changing commodity 
economy. 


Second, the administrative structure with which respon- 
sibility and authority are both combined and balanced 
stimulates managers at all levels to exercise their indi- 
vidual talents to the full. In the corporation, decisions 
and their execution are carried out level by level, the 
authority of each level being spelled out by the corpora- 
tion charter or conferred by the higher level upon the 
lower level. Within the authorized limits, managerial 
personnel at all levels have full decision making 
authority. The higher level may replace the lower level, 
but it may not arbitrarily interfere in the specific actions 
of the lower level. Such an administrative system helps 
stimulate managerial personnel at all levels to take full 
initiative and play a dynamic role, ripping through all 
kinds of red tape to exercise their own ability. 


Third, is the stimulus that being able to be listed on the 
stock exchange provides. Only if it is listed on a stock 
exchange can a corporation exercise its funds raising role 
to the maximum extent. However, requirements for 
approving the listing of a corporation on the stock 
exchange are generally extremely rigorous. Only out- 
standing corporations can obtain this “special honor.” 
Once a corporation is authorized to list shares on the 
stock exchange, it begins to blossom, becoming a large 
corporation or a well-known corporation that the public 
watches and monitors. Listing is both an honor and 
right, and it is also a restriction and a goad. This is 
because as soon as a corporation’s performance slips or a 
scandal occurs about its violation of the law, its qualifi- 
cations for listing may be canceled. Pressure on the 
corporation to maintain its fine image spurs corporation 
personnel, from high to low, to operate according to law 
in order to perform best. 


Fourth, the advent of the share system has created a 
entrepreneurial level. These entrepreneurs are not nec- 
essarily shareholders, nor is remuneration their sole 
pursuit. Instead, they want to exhibit their administra- 
tive and managerial skills to make business achieve- 
ments that the public notices. Entrepreneurs in public 
sector corporations, in particular, are prone to regard the 
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corporation’s image like their own professional life. 
Consequently, entrepreneurs frequently devote them- 
selves heart and soul to increasing the corporation’s 
economic returns. The basic requirement for becoming 
an entrepreneur is not individual property, but indi- 
vidual talent, i.e., individual managerial experience, 
managerial skill, and managerial knack. This stimulates 
more people, particularly people lower down in the 
corporation, to work hard, to study intensively, and to 
apply themselves assiduously in the hope of becoming an 
entrepreneur some day. 


In addition, by issuing internal corporation shares, the 
corporation can increase enterprise cohesiveness. When 
staff members and workers become corporation share- 
holders, their personal rights and interests will be tied to 
those of the corporation. This can stimulate the enthu- 
siasm, initiative, and creativity of the rank and file of 
staff members and workers. 


3) Restraint Function 


The reason that the share system has been able to survive 
for several hundred years with no loss of vitality lies in 
the restraint function shaped by its inherent multilevel 
restraint mechanism. 


First level restraint: the restraint of shareholder supervi- 
sion. Although a corporation’s shareholders cannot par- 
ticipate directly in the corporation’s administration and 
management, they can express their will indirectly by 
voting with their hands (to elect the board of director 
and the board of supervisors). This applies particularly 
to some large shareholders, to those who are members of 
the board of directors or the board of supervisors, or to 
those who send a representative to the board of directors 
or the board of supervisors. This means that any decision 
damaging to the rights and interests of the shareholders 
can be promptly stopped. 


In China, the restraining role of shareholder supervision is 
manifested largely as restraining the investment apparatus. 
In China, a shareholding enterprise begins not with the 
collection of money from individual households, but with 
state-owned enterprises as the main entity. No matter to 
what degree the country’s shareholding system develops, 
the government’s shareholdings will always be a majority 
of the total shareholdings of society. The state investment 
organizations that represent state ownership rights are 
automatic members of the board of directors and the board 
of supervisors, and it is they who hold majority voting 
rights. Consequently, the restraint that the state-owned 
investment organizations exercise will be the main force 
restraining enterprise behavior. 


Second level restraint: the restraint of public supervi- 
sion. The ownership rights of a stock corporation are 
both diffuse and fairly open and public. This is particu- 
larly so for listing corporations. They must disclose their 
business affairs and major decisions to the public as the 
law requires; thus, they are subject to widespread public 
attention and supervision. The evaluation and degree of 
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confidence of shareholders and quasi-shareholders 
(investors planning to buy shares) are frequently 
expressed through the rise and fall in corporation share 
prices. Thus, public supervision plays an important role 
in restraining the behavior of enterprises. Many corpo- 
rations control expenditures and individual distribution 
of earnings, and use a very large portion of profits for the 
development of high technology and for research and 
development of new products in order to maintain the 
corporation’s leading position in technology and its good 
public image. In China, it will be difficult to develop a 
mature stock market within a short period, and the stock 
market situation will also not be able to reflect objec- 
tively the public’s evaluation of enterprise performance. 
However, if an enterprise issues shares to the public, the 
enterprise’s actions will be subject to the intense scrutiny 
of shareholders. Should an enterprise disregard 
provisions of the law and the shareholders’ rights and 
interests, its shares will receive a cold reception. 


Third level restraint: stock corporation internal 
restraints. These restraints come from two sources. One 
is the restraint democratic decision making exercises. 
The major decisions of the board of directors are gener- 
ally reached through majority vote, and the chairman of 
the board usually has just one vote. Thus no single 
person cannot dictate. Second is the restraint that the 
corporation’s staff members and workers exercise. No 
matter whether they have or have not purchased shares 
in the corporation, the staff members and workers of a 
corporation have complete and accurate knowledge of a 
corporation’s workings. They can express their opinions 
about the corporation’s policies and their demands not 
only through their work attitude, but through the board 
of directors, the board of supervisors, or the staff mem- 
bers and workers congress to restrain the enterprise’s 
behavior. This restraint from the staff members and 
workers within corporations is possibly one of the most 
important restraints in the operation of the shareholding 
system in China today. 


Share system enterprises that are subject to restraints at 
these three levels usually pay rather close attention to 
financial accumulation and long-term investment. They 
emphasize technological transformation, the develop- 
ment of new products, and the opening of new markets. 
They improve performance in order to attract would-be 
investors, thereby becoming vigorous economic entities 
and regular market entities. 


2. Role of Shareholding System in China 


Use of the shareholding system to transform China’s 
state-owned enterprises can solve the difficult problem 
of getting state-owned enterprises to be responsible for 
their own profits and losses, and it can build a state- 
owned enterprise operating mechanism that is in keeping 
with a socialist market economy. In China, the share 
system can play a role at least in the following regards: 1) 
changing the state’s unlimited responsibility for state- 
owned enterprises to limited responsibility, 2) making 
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enterprises, as operators of corporate assets, responsible 
for their own profits and losses; 3) bringing owner 
representatives into enterprises from outside enterprises; 
and 4) helping the separation of government administra- 
tion and enterprise management to make enterprises 
responsible for their own operating decisions. 


The current situation suggests that most state-owned 
enterprises, particularly large and medium-sized enter- 
prises, can and must use share system reorganization to 
transform their operating mechanisms. A small number 
of concerns can issue shares to the public to raise money, 
reorganizing as limited liability corporations. Most con- 
cerns must reorganize as corporate limited liability cor- 
porations, one corporation holding shares in another. 


Naturally, not every state-owned enterprise needs to 
reorganize as a limited liability corporation. Some con- 
cerns, such as military ordnance concerns, and special 
concerns simply cannot become responsible for making 
their own operating decisions and for their own profits 
and losses. Another group of concerns, such as enter- 
prises in basic industries that temporarily lack the con- 
ditions for a system change, may delay it. Most small 
state-owned concerns need not necessarily reorganize as 
share corporations. Instead, they may try various ways 
and means such as auctions and leasing to change to 
private operation, or to merge with large and medium 
size concerns. 


3. Status of Share System nt in China and 
—_——— Enterprise 
em 


1. Status of Share System Enterprise Development in 
China 


Thanks to many years of share system pilot projects, 
China’s share system enterprises have developed rapidly. 
Incomplete statistics from the State Commission for 
Restructuring of the Economic System show that as of 31 
December 1993, China had more than 13,000 share 
system pilot project enterprises (not including 100,000 
city and town share cooperative system enterprises and 
2.08 million township and town share system enter- 
prises). During 1993, 9,440 new share system enterprises 
were added. A total of 215 different kinds of openly 
listed shares were traded on the Shanghai and Shenzhen 
securities exchanges, 174 of them A shares for a 122 
increase over 1992. Their gross market value for the year 
was 13.27 trillion yuan. Forty-one different B shares 
were traded, 23 more than during 1992. Their gross 
market value for the year was 77.3 billion yuan. Seven- 
teen different corporate shares were traded on the STAQ 
system and the zhongzhengjiao [0022 6086 0074] NET 
system, 14 more than in 1992. Their gross market value 
was almost 70 billion yuan. In addition, the shares of six 
state-owned enterprises were listed abroad. Frozen funds 
totaled HK$272.8 billion. 


As the open issuance and listing of shares has increased, 
the number of securities firms has also developed rap- 
idly. As of the end of 1993, China had two securities 
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exchanges, two systems for providing automatic quotes 
and trading corporate shares, 17 securities trading cen- 
ters dealing in national bonds, local enterprise bonds, 
and investment funds, more than 80 securities compa- 
nies, and several thousand securities dealerships. 


At the same time, control of the share system economy 
was steadily strengthened. The state founded the Securi- 
ties Commission and the China Securities Supervisory 
and Control Commission under the State Council to 
function as special agencies for securities examinations 
and approvals, and control. In addition, a series of laws 
and regulations were issued steadily to regularize the 
operation of the share system. In particular, promulga- 
tion on | July 1994 of the “Corporation Law” marked 
the formation of a basic external legal climate for devel- 
opment of the country’s share system. 


2. Problems in Share System Pilot Projects 


Despite the rapid development of the country’s share . 
system after just a short period of less than a decade, a 
series of theoretical and practical problems have not yet 
been solved. The principal ones are as follows: 


1) Lack of uniform understanding of the share system 
has hurt steady development of share system reform. At 
the beginning of reform, people had no clear idea about 
the position of the share system in the socialist market 
economy, and in the transformation of the operating 
mechanism of state-owned enterprises. There was even 
endless controversy about what was “capitalist” and 
what was “socialist” in the share system. This led to 
some jurisdictions feeling that maybe they should not 
run pilot projects. This kept them from acting and hurt 
pilot project progress. After the Central Committee 
decided on share system reform, some jurisdictions 
mistakenly regarded development of the share system 
economy as an indication of their own active promotion 
of reform and opening to the outside world. Disregarding 
whether conditions were right, they used administrative 
means to reorganize the share system in state-owned 
enterprises, and they even mindlessly approved the issue 
of shares in order to stanch the outflow of funds. This 
created a hornet’s nest atmosphere in the reorganization 
of state-owned enterprises’ share systems, which greatly 
impaired the quality of share system reorganization. 


2) Lack of pilot project standardization. This was man- 
ifested initially in treating shares like bonds, setting up 
“enterprise shares,” too high a percentage of shares held 
by enterprises’ staff members and workers, and the 
existence of “‘power shares,” and “connection shares.” 
Currently, the lack of standardization shows up in much 
emphasis on “shares” and slight emphasis on the 
“system.” Examples include the failure to hold share- 
holder meetings or holding them in a pro forma fashion, 
the appointment of the chairman of the board or the 
chief supervisor by higher level organizations in charge, 
or the higher level leader in charge serving currently in 
these positions, and a new congealing of economic 
authority and administrative authority. Second, some 
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listing corporations show no regard for the rights and 
interests of shareholders. They content themselves with 
distributing shares but not paying dividends, or they 
may even arbitrarily readjust the calculation of each 
shareholder’s after-tax profit norms, thereby directly 
infringing the rights and interests of the shareholders. 
Third, some jurisdictions are in too much of a hurry in 
their pursuit of pilot project speed, issuing approvals 
without regard for procedures. Consequently, the quality 
of some pilot project enterprises is not very high. 


3) Much arbitrariness in the appraisal of state-owned 
enterprises. Assets appraisal is fundamental to the trans- 
formation of the share system, and it is also crucial to the 
defining of property ownership. The main problems 
today in appraising the assets of pilot project enterprises 
are a lack of scientific, rational, and workable standards. 
Examples occur in standards for the appraisal, the book 
value, the replacement value, and the market value of 
assets. Different standards are applied, so the disparity 
in appraisal results is very great. Appraisals are often 
made to satisfy the subjective needs of the unit whose 
assets are being appraised, hence each unit gets what it 
wants. For example, some enterprises call for a high 
appraisal so that the value of their assets will conform to 
listing requirements, while other concerns purposely 
underestimate the value of their assets in order to inflate 
the value of their shares. In the appraisal of intangible 
assets, there are virtually no standards to speak of. Each 
enterprise appraises them high or low as it prefers. 


4) The incompletely developed system and policy is 
reflected in a concentrated way in the way in which 
equity rights are defined and equity rights are divided 
up. 


First, equity rights are too complex. In China, the equity 
rights of share system concerns are divided into state 
shares, corporate shares, individual shares, and foreign- 
owned shares, as well as collective enterprise shares, 
internal shares, A shares, B shares, H shares, etc. Such a 
large and complex division is less a reflection of China’s 
share system as a pronounced transitional vestige. The 
significance of some of these divisions is not great, but 
they do increase difficulties in actual operation. An 
example is state shares and corporate shares. In terms of 
the nature of equity, corporate shares and public shares 
are the same, yet an overwhelming majority of corporate 
shares apply to state-owned assets, so state shares do not 
depict the full range of state-owned assets. In terms of 
the equity rights they represent, state shares may also not 
necessarily depict the subscription of a single govern- 
ment department or government agency. They may also 
represent the subscription of many government units. 
Therefore, as with corporate shares, state shares may 
represent different rights and interests. Consequently, 
the division between state shares and corporate shares 
has little real significance. 


Second, whether to list state shares poses a dilemma. Not 
listing violates the principle of same rights, same inter- 
ests, same risk for the same shares, the state’s rights and 
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interests suffering as a result. Listing may have a strong 
effect on the stock market, however, thereby making the 
going difficult for personal shares. 

Third, the percentage of public share holdings is too 
large. In the practice of the share system today, most 
enterprises that have changed their system have issued 
shares for the value of all their assets; consequently, the 
percentage of state shares is greater than 50 percent. 
When these are added to corporate shares, public shares 
frequently account for about 90 percent of all shares. 
This is actually not a very smart thing to do. If the 
purpose is to maintain a corporation’s shareholding 
rights, such a higher percentage of shareholdings is far 
from necessary. What is more, the state need not hold 
shares in every enterprise. If the purpose is to run 
state-owned assets, share conversion is not the only way 
to “invest.” It is perfectly possible to have a portion of 
state-owned assets serve as claimable assets for invest- 
ment in the corporation. Too large a percentage of public 
share holdings may increase state-owned assets risks, 
particularly in today’s situation in which state shares are 
not permitted to circulate. Too many public shares not 
only means that a very large portion of state-owned 
assets are “frozen” in enterprises, making it difficult to 
get a proper return from them, but such a course risks 
their devaluation from a slide in share prices. 

Fourth, is insufficiently vigorous state-owned sharc 
rights control. Today, not only state assets control agen- 
cies, but agencies in charge of enterprises, fiscal agencies, 
and planning and economic commissions all exercise 
share rights in their capacity as representatives of state- 
owned assets equity rights. This creates a series of 
conflicts leading to disarray in control. First, state- 
owned ownership right representatives are sent out from 
each of the government agencies. They bring into enter- 
prises clashes over interests between one government 
agency and another, thereby complicating simple eco- 
nomic relationships. Second, the responsibility that each 
of the various representatives should bear for the secu- 
rity of government property rights and increasing their 
value are not spelled out. Correspondingly, their rights 
are not spelled out. Third, supervision and control over 
the representatives is not strong, nor is verification of 
their effectiveness rigorous. The existence of the above 
problems means that the security and the increase in 
value of state-owned assets is difficult to guarantee 
during enterprise system change. 


Fifth, the meaning of corporate shares is not clear. 
Current law provides that corporate shares are the 
“shares created by corporate persons and the assets 
investment companies they can control according to 
law.” Whether a corporate person in this context means 
a corporate person outside the corporation or includes 
the corporation itself is not explained clearly. Some 
comrades believe that corporate person shares are enter- 
prise shares, and they feel that the establishment of 
enterprise shares is a distinctively Chinese expression of 
the share system that stirs the enthusiasm of enterprises 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 














JPRS-CAR-94-054 
15 November 1994 


and solves the problem of murky equity rights between 
the state and enterprises. Thus, it is an important means 
by which enterprises can truly become responsible for 
their own profits and losses. Those who disagree believe 
that theoretically speaking, the establishment of enter- 
prise shares is untenable and that, as a practical matter, 
their disadvantages are greater than their advantages. 
Theoretically speaking, enterprises are founded through 
the subscription of shareholders. If an enterprise itself 
holds shares, does not that amount to its founding itself! 
This is the first thing. The second thing is that if the 
holder of the shares is the board of directors, while acting 
as the representative of all shareholders, the board of 
directors also represents its own interests, and other 
shareholders have cause for supposing that their own 
rights and interests are infringed. As a practical matter, 
the establishment of enterprise shares creates disarray in 
equity rights relationships. This is because the source of 
the money for enterprise shares is largely state-owned 
funds. It is the portion of profits that the state leaves 
enterprises. The process of forming these funds is per- 
meated with bickering, rivalry, much contention and 
little discussion. To regard these funds as belonging to 
the enterprise and converting them into enterprise shares 
not only may give rise to a new round of rivalry among 
share system enterprises, but as time goes on, state- 
owned assets may be infringed by enterprise shares. The 
establishment of enterprise shares also makes it easy to 
tilt in favor of the enterprise’s own staff members and 
workers in the distribution of enterprise earnings, 
thereby infringing the rights and interests of share- 
holders. Therefore, western nation’s prohibition against 
enterprises themselves holding shares makes sense. 


5) The stock market has developed quickly but inconsis- 
tently. It is a long way from being a mature operating 
mechanism. China’s stock markets have developed very 
quickly since their formation in 1990. Listing companies 
have developed from the original nine in Shenzhen and 
Shanghai to the present 122 in 22 provinces and munic- 
ipalities. Trading volume has also shot up from the 
Original less than 100 million yuan to more than 420 
billion yuan in 1993. The speed of development has been 
amazing. Nevertheless, the immaturity of the stock mar- 
kets is also amazing, primarily in the following ways: 
First, is the excessive stock market ups and downs. Ever 
since they were founded, both the Shenzhen and 
Shanghai stock markets have had great ups and downs 
several times each year, the rise and fall in the composite 
index differing by nearly 1,000 points in the space of a 
few score days. For example, the composite index 
reached a maximum 1,583.32 and a minimum of under 
$00 points in 1993. 


Second, the hiatus between the issue market and the 
circulation market. Listings on the primary market are 
too powerful; the secondary markets find them difficult 
to take. In 1993, in particular, more than 145 new kinds 
of shares were listed in a 1.07 fold spurt over the 
previous year. This included a 2.35 fold increase in A 
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shares, and a 28 percent increase in B shares. Capacity of 
the primary market expanded too rapidly resulting in a 
stock market imbalance between supply and demand, a 
long-term dreary outlook, and gradual wearing of the 
human spirit. 


Third, the stock market is driven by personal shares. 
Opportunism is more a motivation than investment. 
Consequently, development of the country’s stock mar- 
kets has veered off the normal track. The potential for a 
Crisis is serious. 


Fourth, the rise and fall of share prices has nothing to do 
with enterprise performance. One might say that the 
stock market in China today does not at all reflect the 
performance of enterprises. Once an enterprise lists its 
shares, they become completely divorced from enter- 
prise performance. Even if an enterprise’s performance 
is a frightful mess, its shares may rise just the same. The 
self-restraint mechanism in the share system economy 
will be greatly weakened because of the lack of public 
supervision. 


4. Overall Approach and Policy Recommendations for 
Perfecting the Share System 


Changing the state-owned enterprise operating system to 
build a modern enterprise system in the spirit of the 
decisions of the Third Plenary Session of the 14th Party 
Central Committee “Decisions” is fundamental to the 
reform goal of building a socialist market economy 
system. Active and steady promotion of the share system 
is also one of the main ways of changing the operating 
mechanism. We believe that right now, and for a consid- 
erable time to come, the overall approach to reform of 
the share system should be as follows: diligent summa- 
rization of experiences with pilot project enterprises, and 
methods found successful abroad. We must 
begin with regularization of the share system economy 
and using change in the enterprise system and stock 
market control as the emphasis, expanding pilot projects 
on the basis of their steady operation, using transforma- 
tion of the share system in state-owned enterprises to 
advance economic development and formation of a new 


r 


1. Straighten out share system reform priorities, holding 
fast to the main goals of system reform 


It must be pointed out that the goal of China’s share 
system reform is the establishment of a modern enter- 
prise system, and the transformation of the operating 
mechanism in China’s enterprises. This is to say that 
system reform is the basic point of departure for devel- 
opment of the share system. Were reform only for the 
purpose of solving enterprises’ money problems, share 

system reform would not necessarily be the means 
adopted. Therefore, we must correct the improper frame 
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Carrying out share system reform is a matter of setting 
priorities. Share system reform includes three interre- 
lated and sequential integral parts, namely joint stock 
corporations, shares, and stock markets. The sequence in 
transforming an enterprise’s share system generally is 
founding the joint stock corporation first, followed by 
the issuance of shares, and finally applying for listing. 
For a specific country, the share system must be univer- 
sally promoted. First, share corporations must be estab- 
lished, then some of them must be allowed to issue 
shares, and only the shares of those corporations whose 
performance is outstanding should be permitted listing. 
This sequence of establishing corporations, issuing 
shares, and listing them on a stock exchange cannot be 
overturned. It is necessary to proceed in an orderly 
fashion, moving upward level by level. Therefore, the 
founding of a regular corporation system is the first step 
in promotion of the share system. Looked at from the 
system reform angle, the key in system reform is estab- 
lishment of a regular corporation system and its organi- 
zational structure, putting into effect a management 
system in which rights and responsibilities are defined, 
management is scientific, and that combines incentives 
with restraints so that it can operate with high efficiency 
in accordance with the rules of a commodity economy. 
Therefore, whether in order to meet requirements for 
system reform, or for natural advance in system reform, 
the building of a regular share corporation is the key to 
share system reform. The main problem with share 
system pilot projects in China during the previous stage 
lay in the unclear sequencing of reforms, or even 
reversing the order of reforms, placing too much 
emphasis on corporate listings. This resulted both in a 
share system lacking a broad base, some share system 
enterprises existing in name but not in fact, and mecha- 
nisms either not operating or not operating well. In 
addition, the improper behavior of listing corporations 
ultimately hurt the normal development of share listing. 
Therefore, we must readjust tactics, straighten out the 
reform sequence, accelerate the pace of reform to trans- 
form the corporate system, particularly beginning from 
the founding of corporation mechanisms, and regulating 
corporation behavior. At the same time, we must not be 
too anxious to develop new listing corporations. Instead, 
we must increase regular control over existing listing 
corporations so that they can truly realize “system 
reform” goals, using their “pioneering of unknown ter- 
ritory” as the foundation for steady development of new 
listing corporations. 


2. Establish a corporate structure in which limited lia- 
bility corporations are paramount. 


The structure of foreign joint-stock companies shows a 
pyramid shape; limited liability corporations that do not 
issue stock form an overwhelming majority; limited 
liability companies that do issue stock form a very small 
percentage; and companies able to list shares on a stock 
exchange are a rarity. For society as a whole, this 
corporate structure offers the stability of a pyramid. 
Despite the multitude of limited liability corporations 
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and their frequent changes, they do not have a very 
widespread effect. Their effect on the economic trend of 
society as a whole is not great. Although the number of 
limited liability companies that do issue stock and the 
number that list shares on a stock exchange is small, 
most are large or exceptionally large companies that 
form the backbone of the national economy. They are of 
decisive importance in economic life. Such companies 
are relatively stable. 


The situation in China suggests that prospects are not 
good for a fundamental change in the lack of money in 
the society within a relatively short period. Therefore, 
any ideas about turning all state-owned enterprises into 
listing corporations are unrealistic. Even raising money 
for specific purposes through this method on a large scale 
is difficult to justify. Therefore, for most state-owned 
enterprises, the main orientation of share system reform 
is their reorganization as limited liability corporations, 
building a corporate system and an internal management 
system that is in keeping with a market economy, and 
attaining the goals of a separation of government admin- 
istration and enterprise management, enterprise 
autonomy in making operating decisions, and enterprise 
responsibility for their own profits and losses. Naturally, 
share-issuing limited liability corporations and listing 
corporations will continue, and the percentage of them 
may be higher than is generally the case abroad. I believe 
that the ratio among China’s limited liability corpora- 
tions, share-issuing limited liability corporations, and 
listing corporations might be maintained at 70:28:2. (In 
the United States, it is largely 90:9:1.) 


3. Spell Out Equity Rights Relationships, Maintaining the 
Rights and Interests of Both Shareholders and Companies. 


The major advance of the share system in equity rights 
relationships lies in the establishment of corporate prop- 
erty rights and the separation of ownership rights, 
meaning separation of the rights of shareholders and the 
company. Maintenance and consolidation of this new 
kind of equity relationship includes two interrelated 


aspects: 


1) Need to protect the company’s rights and interests. 
The company enjoys corporate equity rights produced by 
shareholder investment, including the use, assignment, 
and limited distribution (disposition) of assets. Once 
ownership rights give way to equity rights, this also 
means the loss of certain specific rights. No longer are all 
ownership rights intact. The only powers and functions 
remaining to shareholders are assets income, election of 
corporate representatives, and determination of major 
policies. The advent of corporate equity rights amounts 
to an actual weakening of ownership rights. This helps 
producers and operators free themselves from the bur- 
dens of ownership to use and assign enterprise assets 
according to economic laws. Thus, it is a kind of histor- 
ical progress. Once they have recognized corporate 
equity rights, shareholders are even less able to use their 
limited ownership rights to intervene directly in the 
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day-to-day operation of the corporation. For most of the 
government agencies in charge in China, this will require 
a major change in management methods. Not only may 
they not interfere directly in state-owned holding com- 
panies, but they may not directly direct or meddle in the 
affairs of state-owned sole proprietorship corporations. 


2) Need to maintain the rights of shareholders. Conferral 
on a corporation of all corporate equity rights does not 
mean that any of the corporation’s decisions or actions 
may disregard or infringe shareholders’ rights. Other- 
wise, this would violate the original intent of the share- 
holders, and dampen investor interest. Consequently, 
every nation protects the rights of shareholders by law. 
Looked at in terms of problems in operation of the share 
system in China, protection of shareholders’ rights 
requires special attention to two things: First, not only 
must the role of the board of directors and the board of 
supervisors be exercised, but the role of the shareholder’s 
meeting must be truly exercised too. Not only must the 
shareholders’ meeting be held on time, but advance 
notice must be given to shareholders so that they can 
truly exercise their rights. Second is the need to maintain 
equal rights for equal shares. In practice, infringement of 
the rights of state-owned shares and medium and small 
shareholders is fairly common. Infringement of the 
rights of state-owned shares stems from the absence of a 
representative of equity rights. Infringement of medium 
and small shareholders rights stems from loopholes in 
the law. The existing “Corporation Law” does not spell 
out member of the board election procedures and qual- 
ifications needed to serve. It provides only that members 
of the board shall be elected or changed by a resolution of 
the shareholder’s meeting. Consequently, it is very diffi- 
cult for medium ad small shareholders to be elected a 
member of the board or serve on the board of directors. 
When a board of directors on which no representative of 
medium and small shareholders serves makes a decision, 
it may very easily overlook the interests of medium and 
small shareholders. Therefore, we suggest that the “‘Cor- 
poration Law” add articles pertaining to board member 
election procedures and qualifications required to serve. 
It should also introduce the board member qualifying 
shares concept, providing that shareholders holding 
more than a certain number of shares in the corporation 
(say 8 percent) have the right to serve as members of the 
board of directors. 


4. Close attention to and enhancement of the role of the 
board of supervisors. 


In Western countries such as Germany and Austria, and 
in Japan and Taiwan, a board of supervisors is an 
important institution in every share-issuing corporation. 
The board of supervisors is made up of shareholder 
representatives and staff member and worker represen- 
tatives. In addition to policing the board of directors and 
the decisions of each board member, and checking 
thoroughly the corporation accounting reports that the 
board of directors forwards, they frequently arbitrate 
disputes between labor and capital; thus, they play an 
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extraordinarily active role. China’s “Corporation Law” 
also stipulates clearly that a share-issuing corporation 
must establish a board of supervisors or a supervisor. In 
actual practice, however, either there is no board of 
supervisors, or it exists in name only. Because of the 
special equity rights structure in China, most individual 
shareholders can neither send a representative to the 
board of directors nor can they hold shareholders meet- 
ings. Consequently, the ability of the shareholder's 
meeting to restrain the board of directors is only nom- 
inal. This means that when most listing corporation 
boards of directors make a decision, they disregard the 
interests of shareholders, particularly the interests of 
medium and small shareholders. They stick to the old 
way of doing things. Greater exercise of the role of a 
board of supervisors could have surprising results in 
correcting this situation, increasing supervision and 
restraints on the board of directors. Second, when con- 
firmation of a representative of the equity rights of 
state-owned assets is difficult, permitting government 
agencies in charge and functional agencies to send dele- 
gates to the board of directors is neither very fair nor 
very workable. However, letting representatives of 
pertinent government agencies participate in the board 
of supervisors is feasible. Of course, this also requires 
amendment of applicable provisions of the “Corpora- 
tion Law,” removing the prohibition against civil 
servants exercising oversight. 


5. Development of Institutional Investors To Enhance the 
Stock Market’s Intermediate and Long-term Financing 
Role 


Stock markets are an integral part of financial markets. 
They are an important source of the funding (particu- 
larly the intermediate and long-term funding) needed for 
a country’s economic development. Despite the bal- 
looning of China’s stock markets during the past two 
years, beneath the surface prosperity lurk deep-down 
dangers, namely poor stability, skyrocketing ascents and 
wild descents from time to time, and intense fluctua- 
tions, long periods in the doldrums from time to time, 
pervasive bearishness, and a thick speculative atmo- 
sphere. The reasons for these dangers are numerous, one 
important one being that the stock markets lack powerful 
medium and long-term investment strength. Today, 
China’s stock markets are largely controlled by personal 
shares. Personal shares are dispersed, and most holdings 
are for short-term speculative purposes. Rarely is there 
any long-range planning involved. Operational impedi- 
ments rather than theoretical reasons prevent the listing 
of state-owned shares. The fear is that state-owned shares 
would swamp the stock market. However, accommo- 
dating the interests of personal shares but not permitting 
the circulation of state-owned shares, attempting in vain 
to support the stock market boom by this means, is no 
different than drinking poison to quench one’s thirst, 
and it may lead to the premature demise of the country’s 
stock markets! 


Asa source of funding, stock markets must not only have 
short-term investment, but medium and long-term 
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investment as well. Not only must they have sellers, but 
buyers. Sole reliance on personal shares when numerous 
state-owned conc ins have shares to list is not sustain- 
able. Medium and long-term investors must be culti- 
vated. The country’s present circumstances suggest that 
institutional investors might be the very best choice for 
cultivating medium and long-term investment. Institu- 
tional investors include corporate bodies and the invest- 
ment funds that have appeared in recent years. 
Investment funds fall into two categories: One is the 
investment funds established using the balances of gov- 
ernment-controlled social security funds (such as pen- 
sion funds and labor insurance funds). The other is 
investment funds formed by the voluntarily collected 
piecemeal investment of ordinary citizens, which 
civilian institutions invest on their behalf. This is a new 
kind of public ownership institution. A market invest- 
ment entity made up of institutional investors has the 
following marked advantages: First, it is far stronger 
than scattered individual shareholders; it can bear 
greater pressure from funds entering the market. Second, 
institutional investors make mostly medium and long- 
term investments, which helps stabilize the market. 
Third, institutional investors are poolers of individual 
citizen’s scattered funds. With the rise of institutional 
investors, the number of scattered investors will decline. 
This will help put a damper on speculation. Fourth, most 
institutional investors are powers in the public economy. 
Their holding of shares in share-issuing corporations 
helps consolidate public ownership, and ensures opera- 
tion of the socialist market economy. Fifth, with the rise 
of institutional investors, impediments to the listing of 
government shares will be eliminated bringing a general 
enlivening of state-owned assets. Therefore, the develop- 
ment of institutional investors should be the orientation 
and emphasis of future stock market development in 
China. Of course, we must benefit from the lessons of 
experience, drawing up early control methods for 
regularizing investment funds. 


6. Good Coordination Fiscal and Taxation Reform and 
Other Reforms. 


1) Change of government functions. Many years of 
practice in reform show that the main obstacles to the 
reform of government functions come from within gov- 
ernment agencies themselves. Therefore, sole reliance on 
the issuance of several documents calling for the delega- 
tion of this or that power is not likely to be effective. We 
must perform surgery on government organizations to 
reduce the swelling. First we must correct management 
concepts. In a market economy, not everything is con- 
trolled by the government, much less can better manage- 
ment be equated with the establishment of specialized 
agencies. Second we must correct the old notion of 
setting up counterpart organizations at every level, par- 
ticularly at the county and township levels. There is no 
need at all to duplicate organizations at every level down 
the line. Third, we must truly streamline government 
agencies. A great person once said: “It is better to lose a 
single finger than to injure all ten.” Similarly, getting rid 
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of a single agency is better than reducing the number of 
personnel in 10 agencies. Furthermore, the retrenchment 
of a number of agencies would not be a disaster by any 
means. Streamlining agencies is the only way to reduce 
government meddling in enterprises’ day-to-day opera- 
tions, and the only way to bring about a real change in 
government functions. 


2) Establishment and perfection of a state-owned assets 
control system. We believe that a complete state-owned 
assets administration and management system should 
include the following three levels: First is a State-owned 
Assets Administration to serve as an overall administra- 
tive unit for state-owned assets nationwide. Its main 
missions would be to draw up policy regulations and 
enforcement regulations for the management of state- 
owned assets, and to verify how well they are being 
applied; to check on how well corporations operating 
state-owned assets are operating; to tabulate changes in 
state-owned equity rights and financial norms for the 
operation of state-owned assets, and to supervise the 
payment to the state of returns from state-owned assets; 
and, finally, to mediate disputes about state-owned prop- 
erty rights among all levels. Second is the founding by 
administrative region or by industry of state-owned 
assets business corporations, responsible primarily for 
administering state-owned assets within their purview. 
They would be subject to supervision and control by the 
national State-owned Assets Administration, and they 
would select state-owned equity rights representatives to 
subordinate enterprises to check on their performance 
and decide hiring and firing. A state assets business 
corporation might be a substantive operating corpora- 
tion or it might be a holding company. Third is a 
state-owned assets equity rights proxy administrative 
organ responsible for selecting, checking on, and 
replacing the state-owned shares ownership rights repre- 
sentative on the board of directors or board of supervi- 
sors of government holding companies. These three 
levels would form a complete state-owned assets 
management system. 

3) Elimination or amendment of inappropriate legal 
provisions and policy provisions to grant full operating 
decision authority to enterprises. First is further 
improvement of the present legal system by doing things 
such as inaugurating with all possible speed a “Securities 
Code,” and amending certain provisions of the “Corpo- 
ration Law” to ensure by law the enterprises right to 
make their own decisions. Second is reform of the 
planning and management system, changing command 
style plans to the placement of government orders for 
goods, using contracts to define a new relationship 
between the government and enterprises. This would not 
only ensure the execution of government economic 
development plans, but it would also keep enterprises 
from incurring losses from fulfillment of state plan. 
Third is reform of the fiscal management system, grad- 
ually eliminating the administrative subordination to a 
government agency of enterprises for a true separation of 
government administration and enterprise management. 
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Fourth is further improvement of the enterprise finan- 
cial management system, hastening the formulation of 


and employing audits by registered accountants to 
replace the present system in which the government 
stations accountants in factories. Fifth is reform of the 
financial management system, permitting enterprises 
themselves to select freely the banks in which they will 
open accounts and the methods they will use for settling 
accounts, also giving them a greater degree of freedom 
regarding cash, savings, credit, and foreign exchange. 
Sixth is reform of the personnel management system, 
developing labor markets, and ensuring the free flow of 
talent in every field. Seventh is the decontrol of prices, 
establishing a rational price forming mechanism. Eighth 
is establishment of a macroeconomic regulation and 
control system that uses primarily indirect methods to 
reduce step-by-step government administrative interfer- 


ence in enterprises. 
Provincial 


Vice Governor on Hunan Economic Development 


95CE0041A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese 
No 34, 29 Aug 94 pp 12-13 


[Report by Li Ge (2621 2047): “Opening Up For Greater 
Prosperity of Hunan Province—Interview with Wang 
Keying (3769 0344 5391), Permanent Vice Governor of 
Hunan Province”) 

[FBIS Translated Text] In the north, Hunan lies on the 
Chang Jiang, in the south it borders on Guangxi and 
Guangdong, it is hinterland for the coastal region, and it 
is frontage for the interior of the country. In the compet- 
itive rush to catch up and overtake one another that we 
now see in China, Hunan Province is about to lift the 
mystic veil behind which it had stayed hidden and is 
opening up full-scale to the whole world. 

A few days ago, Wang Keying, permanent vice governor 
of Hunan Province, granted me an interview during 
which he informed in great detail on the economic, 
social, and cultural affairs of Hunan, as well as on future 
prospects. 


Endowed 
_—— Land, an Intelligent Population, a 


Hunan derives its name from the fact that much of its 
land is the vast expanse south of Dongting Lake. It is also 
known as “Xiang” because its main river is the Xiang 
River, and it is also praised as “hibiscus land” because of 
its long tradition of growing hibiscus. 

There are four rivers in Hunan, flowing either south to 
north or east to west, the Xiang, the Zi, the Yuan, and 
the Li River, which after passing through the Dongting 
Lake, empty into the Chang Jiang. The entire lay of the 
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land presents the appearance of a very beautiful and rich 
country, well connected through rivers, all the way to the 
ocean. 


The 210,000 square kilometers of lush green mountains 
and beautiful rivers are “land rich in fish and rice,” 
“land of nonferrous metals,” “land of non-metal mines,” 
and also famous land of tourism. There is a saying: 
“When Huguang has a bumper crop, the country will be 
free from hunger.” With its 49.68 million mu of arable 
land Hunan is also a great agricultural province. Its 
production of grain accounts for 6.2 percent of China’s 
total production, live pigs in pens account for 9.7 per- 
cent, and tea leaves, oranges and and fresh- 
Saiainaiieanaamnis Ee 9.6, and 10.1 percent, 
respectively. In nine important agricultural and sideline 
products Hunan ranks among the first ten in the country. 
Hunan has over 100 million mu of forest land, and its 
economic forests and bamboo forests rank first and 
second t the country. Hunan has a huge poten- 
tial for the development of high quality, large-scale, and 
highly efficient agriculture and forestry, and its prospects 
in this respect are very bright. 

Hunan has abundant mining resources. Of the world’s 
somewhat over 160 kinds of known mining products, 
Hunan has so far discovered 134 kinds. There are proven 
deposits of 91 kinds, and for 51 of these Hunan r-1k 
among the first ten in the country, for seven kinds it is in 
first place, and for two kinds Hunan is top-ranking 
throughout the whole world. 


Hunan has ten large scenic tourist regions, and over 100 
places of tourist interest. There is the “southern moun- 
tain,” Hengshan Mountain, the famous Buddhist moun- 
tain, considered the most outstanding among China’s 
famous five mountains. There is the Yueyang tower, one 
of the three famous towers south of the Chang Jiang, 
where you see a vast expanse of blue water directly 
adjoining the blue sky. There are also Zhangjiajie, Tian- 
zishan, Suoxiyu, Mengdonghe, and other places which 
are famous and admired throughout the world. 


Vice Governor Wang also recalled to me that the 62 
million Hunanese living on this beautiful and richly 
endowed land have a splendid and glorious cultural 
heritage of several thousand years. Starting with emperor 
Yan Di [Shen Nong], one of the first ancestors of the 
Chinese nation, down to Qu Yuan, one of the famous 
men of the world’s culture; from Wang Chuanshan 
(Wang Fuzhi], who summed up the quintessence of 
Chinese philosophy, to Wei Yuan, who was the first who 
opened eyes to the world beyond; from Tan Sitong, who 
devoted his life to reform, to Mao Zedong, the creator of 
New China. An unrivalled line of brilliant talents has 
emerged from Hunan in an endless stream. 


Rich Potential in Industry and Technology 
Relying on its advantage of abundant natural resources, 
Hunan has already embarked on building up an indus- 


trial system, comprehensive in all its various depart- 
ments. In the 40 large categories of industry and the 212 
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medium categories of industry, designated as such by the 
state, Hunan has 39 of the large category and 211 of the 
medium category. The entire province has 80,000 large 
and small industrial enterprises, and 509 large and 
medium key enterprises. Major mainstay industries are 
machine building, foodstuffs, chemical engineering, met- 
allurgy, textile, power supply, and construction materials 
production. In 28 out of the 62 types of major industrial 
products, Hunan’s volume of production ranks in the 
upper ten throughout the country, It is in first place in 
the production of lead, zinc, and antimony. It ranks 
second in the production of pesticides and railway 
freight cars and ranks third in the production of ciga- 
rettes. There are eight further products where Hunan’s 
production ranks within the upper ten; Hunan’s total 
industrial output value in 1993 was 144.6 billion yuan. 


“Chu [ancient name for the Hubei-Hunan area] has 
many talents and owes its prosperity to this fact.” Vice 
Governor Wang told me that 20 scientific research 
institutes have been established by various ministries 
and commissions of the state, and that there are now 186 
scientific research institutions in the province. The 
entire province has over 1.1 million scientific research 
personnel with various professional titles. During the 
period of the Seventh Five-Year Plan, 152 scientific 
research achievements had been of an advanced interna- 
tional level, and 2,129 had been of advanced domestic 
level. Patents had been obtained for a total of 4,320 
items, and Hunan ranked fifth throughout the country in 
this respect. Some of the important research achieve- 
ments, such as regarding hybrid rice, galactic “hundred 
million times” [yi ci] computers, and test tube births 
have already taken their place as worldwide advanced 
developments. 


Valiant Efforts To Catch Up in Foreign Economic 
Relations and Trade 


Vice Governor Wang stated emphatically that foreign 
economic relations and foreign trade are Hunan’s “pri- 
mary show” and items of stepped up activities. The 
developmental strategy wholeheartedly pursued by the 
entire province, high and low, is “promoting develop- 
ment by means of opening up, promoting foreign trade 
by means of taking up foreign economic relations, con- 
ducting technological transformations by means of 
importing technologies.” The province has already suc- 
cessfully conducted frequent, large-scale activities in the 
interest of foreign economic relations and foreign trade, 
such as the Hunan Trade Fair, participation at the Hong 
Trade Fair, staged an International Dragon Boat Fes- 
tival, an International Spring Festival, an International 
Forest Preservation Festival, etc. These have been com- 
prehensive efforts to emulate and catch up with the 
coastal provinces and cities, efforts to raise Hunan to 
become one of the ten economically strong areas 


throughout the country. 

Hunan had to consider different regional characteristics 
and economic advantages prevailing throughout its ter- 
ritory. It has at different times established experimental 
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“reform and opening-up” zones, such as the experi- 
mental zone in South Hunan for a transitional period of 
reform and opening up, the Changsha and Zhuzhou high 
and new technology development zones, the Huaihua- 
shan experimental opening-up and development zone, 
and the Chenglingji economic and technical develop- 
ment zone. With practical experiences in reform and 
opening up as its foundation, Hunan broadly expanded 
opening up and development throughout the entire 
province, as expressed in the ditty: 

“Opening up both in south and north, Three broader 
‘highways’ stretching forth, Building up five zones and 
one course, West front getting fast resource.” 


That refers to further developments in the transitional 
experimental zones of Chenzhou, Lingling, and 
Hengyang in the south, bordering on Guangdong Prov- 
ince, and developments in the north at the opened-up 
city of Yueyang. It refers to the broadening of the three 
important transport “highways,” the double-tracking on 
the Beijing-Guangzhou railway to the south, the Chang 
Jiang waterway in the north, and to construction of the 
Hunan-Guizhou and Zhi-Liu lines in the southwest. It 
refers to the concentrated effort to effectively build up 
five economic and technical development zones of sub- 
stantial proportions at the five cities of Yueyang, Chang- 
sha, Xiangtan, Zhuzhou, and Hengyang, and to the 
formation of a high and new technology “corridor,” also 
to accelerated development and construction in the west 
at the Huaihua experimental zone for comprehensive 
reform, as well as in the Wulingyuan tourism area. To 
this extent, the new overall endeavor at opening up to the 
outside world, as decreed by the State Council for the 
entire country, has initially been accomplished, at sev- 
eral levels, but actually over the whole province, with the 
opened-up cities of Yueyang and Changsha leading on in 
these efforts, and with the said five zones and the one 
“corridor” as key components. 


Investment Climate Improving Day by Day 


Vice Governor Wang spoke in glowing terms of the 
situation resulting from the efforts of the provincial 
government, efforts which in recent years had been 
mainly directed toward the three key projects: improving 
roads, power supply, and communications. He said, the 
5 state trunk railways lines and 77 state and provincial 
trunk highways of the province constitute the frame- 
work, “four rivers and one lake” are Hunan’s main 
thoroughfares, and all this together with 40 air routes 
and part-pipeline transport facilities form a criss-cross 
communications and transport network on water, land, 
and in the air, throughout the entire province, with 
access to the great river in the north and from there 
extending to the ocean. In this network, the Lingji 
Harbor of Yueyang City has become an “opened-up” 
harbor, with the state’s approval, the Huanghua airfield 
of Changsha has become a first class national airfield, 
with regular international flights to Hong Kong. The 
Zhangjiajie airfield will officially start operations on 18 
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August of this year with flights along five air routes, 
which will be increased to 14 international and domestic 
air routes within this year. 


As regards communications, automatic telephone ser- 
vice connects all bureaus in the 101 counties (cities), and 
over half of these use program-controlled instruments, 
which allow direct dialing to 1,450 Chinese cities and to 
182 countries and territories. There are also wireless 

paging systems [xun hu xi tong], operating in 82 counties 
(cities). As to electric power supplies, with the present 
generating equipment of 5.54 million kilowatt capacity 
throughout the province as foundation, it is intended to 
double this capacity during the period of the Eighth 
Five-Year Plan. Construction of the Wugiangxi power 
station with a capacity of 1 million kilowatts is nearing 
completion. Presently, the provincial government is in 
the process of providing investment for the construction, 
as priority items, of several hydro and thermal power 
stations. As to software items, Hunan promulgated, as 
first on the mainland, local regulations on the subject of 
inviting foreign firms to invest, namely the “Hunan 
Provincial Regulations for the Promotion of Foreign 
Investments.” Foreign firms that come to Hunan to set 
up “foreign-invested enterprises” may start up such 
operations as the “three forms of processing and com- 
pensation trade,” and may engage in state-approved land 
development, enterprise leasing, and other investment 
business. They will be favored with distinctly preferen- 
tial policies as to energy supply, factory sites, resources, 
labor, and with regard to profits and taxation. Hunan has 
reformed its administrative system of inviting busi- 
nessmen to invest in Hunan, and has set up a special 
provincial bureau to handle such invitations to busi- 
nessmen. In the matter of attracting foreign firms and 
importing capital, Hunan will render one complete 
system of services with “a window to the outside world,” 
and a station-type place for examinations and approvals. 
The software and hardware environment has been 
improving day by day; and this has brought in recent 
years a high tide of foreign firms, wave after ever higher 
wave, to Hunan as prospective investors and eager to 
start cooperative enterprises. 


The Trend Toward Rapid and Diversified Development 


Vice Governor Wang stated with great confidence that 
large-scale opening up will of necessity lead to much 
growth. Economic efforts by Hunan will ensure its con- 
tinued rapid and healthy progress. Presently, the prov- 
ince as a whole has already established stable economic 
and trade contacts with over 140 countries and territo- 
ries, as it has developed over 1,500 items of exportable 
commodities. Last year, the total value of Hunan’s 
imports and exports had reached $2.35 billion, which 
was 14.78 times what it had been in 1978. Of this sum, 
exports alone accounted for $1.612 billion, an increase 
of 14.3 percent over the figure for the corresponding 
period of the preceding year. The use of foreign capital 
has had most gratifying results in large-scale, broadly 
spread, and profitable operations. There had been an 
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increase in the proportions taken up by advanced tech- 
nology type exports, exports with ample earnings in 


enterprises broke through the 1,000 mark, reaching 
1,360; actual investments by foreign-invested enterprises 
broke through the $400 million mark, reaching $432.7 
million; foreign exchange from exports by foreign- 
invested enterprises broke through the $100 million 
mark, and in all three respects operations “exceeded” the 
total achieved in all the preceding 17 years. Technology 
imports and exports, contracts for foreign construction 
projects, and cases of cooperation by providing labor 
services also increased at an accelerated pace. In tech- 
nology exports, Hunan is among the five most successful 
in the country, and Hunan has earned an excellent 
reputation in fulfilling its construction contracts abroad. 
With the development of some of Hunan’s natural scenic 
spots, which may well attract the attention of the whole 
world, the tourist trade catering to foreigners will also 
increasingly become an important line in the foreign- 
oriented economy of the entire province. 


Finance, Banking 


Liu Guoguang on Raising Interest Rate Leverage 
94CE0759B Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese 

No 33, 22 Aug 94 pp 18-20 


[Report on interview by Tso Chien-lung (1563 1696 
7893) with the famous PRC economist, Professor Liu 
Guoguang (0491 0948 0342); date, place, and occasion 
not given: “On Giving a Larger Role to Interest-Rate 
Leverage”) 

[FBIS Translated Text] In fighting inflation, we [in 
China] have up to now been too dependent on direct 
means of regulation and control, such as controlling our 
credit scope, while overlooking the use of indirect regu- 
latior. and control means, such as raising interest rates. 
This is how Professor Liu Guoguang, the famous Chi- 
nese economist and advisor to the Chinese Academy of 
Social Sciences, sets forth his distinct view. He strongly 
favors intensifying the role of interest-rate leverage in 
the fight against ever more severe inflation. In an inter- 
view by this reporter, Professor Liu elaborated on this 
view. 

[Reporter] Since the last half of 1993, while we have 
taken a series of macroeconomic regulation and control 
steps, which have improved our economic growth situa- 
tion somewhat, inflationary pressures remain very 
heavy. What is your view on this? 


[Liu] As to the macroeconomic regulation and control 
steps that we took in the last half of 1993, we should say 
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that they have achieved positive results. As to China’s 
economic growth for the first quarter of 1994, our overall 
economic operations entered a range of expected value, 
in areas, such as 


1. Prices were rising sharply, with very heavy infla- 
tionary pressures, and a strong public reaction. In the 
first quarter, our national retail commodity prices 
were up 20.1 percent from the first quarter of 1993, 
with the consumer price index for our 35 large and 
midsize cities up 24.6 percent. If prices continued to 
rise at this rate, we would certainly far exceed 
our target of keeping 1994 price rises at around 10 
percent. 


2. Funds were in short supply, with sharp calls for an 
easing of monetary policy. These two problems faced 
us with a double-bind policy choice, in that solving 
the first one required a tight policy, while solving the 
second required an easy-money policy. While this 
double-bind policy choice meant that we had to judge 
the hour and size up the situation, using the macro- 
economic method of “fine tuning,” involving some 
easing and some tightening, easing at times and 
tightening at others, for a combination of easing and 
tightening, it generally meant that we needed to adopt 
a tighter policy of regulation and control. So to 
resolve production difficulties, such as “bottleneck” 
limitations, as well as creating a relaxed economic 
climate for the concentrated implementation of many 
reform measures in 1994, we had to make controlling 
inflation our first job in macroeconomic regulation 
and control. 


[Reporter] But some hold that inflation is a phenomenon 
that accompanies China’s economic growth, even 
holding that a little higher rate of inflation will not create 
much chaos. What is your evaluation of this? 


[Liu] In the transition from a natural to a commodity 
economy, and from a planned to a market economy, as 
price reform proceeds in all areas and market pricing 
forces evolve, prices will unavoidably rise a certain 
extent. But while such rises are set off by structural 
pricing change, being normal, China’s current inflation 
is touched off by factors, such as our money supply far 
exceeding our GNP growth rate, rising prices for produc- 
tion factors used for investment, and the pull of con- 
sumer goods market demand, which need controlled. If 
we let things slide, severe inflation would undermine 
normal price relations and the cost-earnings accounting 
process, sharpening our income distribution injustice 
conflict, and putting our whole society into a state of 
anarchy. Some have drawn the conclusion from certain 
data on foreign economic growth that “high growth is 
inevitably accompanied by high inflation,” advocating 
the use of inflationary means to stimulate the economy. 
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That would be dangerous, no different from seeking 
temporary relief regardless of the consequences. In fact, 
as long as macroeconomic policies (mainly fiscal and 
sang snenensal cmt Seer ie 
growth with low inflation” is achievable. During Japan’s 
period of rapid economic growth from 1955 to 1970, 
growth averaged 11 percent a year, while inflation 


[Reporter] The existing theoretical difference over 
whether inflation is bad is blocking an effective cure for 
inflation. But in addition to this, are we also making 
mistakes in our choice of policy means to curb inflation? 
[Liu] This is precisely a matter that I would like to 
emphasize. In our choice of policy means, we have been 
too dependent on the use of administrative means to 
control our money supply and credit and to restrict our 
investment scale. While this has very direct results, it 
also has quite “bvious flaws: 
1. Administrative force infiltrates the economic process 
too much, not contributing to the formation of 
market-reconciliation factors; 


2. Administrative means easily touch off economic 
turbulence. 


And as to interest-rate means, while we have used them, we 
seem to have been a little too fickle and indecisive about 
them. When our economy overheated in 1988, we raised 
deposit and loan interest rates, and then from 2! April 
1991 to 15 May 1993, our bank interest rates fell three 
times, after which we raised them twice in May and July 
1993, raising our interest rate on one-year deposits from 
7.56 percent to 9.18 percent, and then even further to 
10.98 percent. These uncertain policy swings weakened 
our interest rate leverage, which could be seen in two areas: 


1. Our interest rate adjustments were too slow to 
promptly reflect changes in market capital supply and 


2. Our interest rates were too low, with the regulation 
effect obvious. 


We know that when Western countries with market 
economies fight cyclical economic turbulence, in addi- 
tion to their central banks using means, such as deposit 
reserve adjustment and open market operations, they 
also place much importance on interest-rate means. So 
we need to gradually intensify our interest-rate leverage 
role, which is consistent with our reform direction of 
+ questa aemeataeaies 
rect ones. 


[Reporter] As you have just pointed out our inadequacies 
in the use of interest rate means, could you discuss in 
detail the existing problems in China’s interest-rate 
mechanism? 
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[Liu] There is no need to be reticent about the fact that 
certain problems exist in China’s interest rate policy. As 
to our formation of interest-rate forces, while the central 
bank, when formulating deposit and loan interest rate 
policy, also considers economic factors, such as prices, 
capital surplus or shortage, and enterprise endurance of 
capital [financing] costs, artificial and administrative 
forces still dominate, with the impact of market fund 
supply and demand on the interest-rate formation pro- 
cess being an after-the-fact one, not immediate. As to our 
interest rate level, our interest rates that are determined 
mainly by administrative force are not only lower than 
the balanced value determined by market fund supply 
and demand, but even lower than price rises, often 
forming negative interest rates. Taking 1993 for 
example, our interest rate on one-year deposits was 
10.98 percent, while prices rose 13 percent, with interest 
rates for illegal bank lending and reckless private fund- 
raising going as high as 20-30 percent. S) while market- 
balanced interest rates might have been lowc~ than illegal 
black-market ones, they were certainly higher than nom- 
inal bank rates. As market forces further develop, the 
flaws of negative interest rates will grow ever more 
glaring: 

1. They fan the flames of inflation. On the one hand, 
artificially low interest rates distort capital supply and 
demand relations, not reflecting capital scarcity, but 
rather giving enterprises false signals about cheap 
capital-transmission, while artificially low financing 
costs stimulate investment expansion. On the other, 
they restrict the supply of some capital, as people are 
unwilling to put idle-cash income into savings, 
spending it instead on material objects as a hedge 
against inflation or on consumption markets. Both of 
these factors speed up the course of price rises. 


2. They result in profiteering, causing corruption. Arti- 
ficially low interest rates and administrative assign- 
ment of credit funds is bound to lure some into 
exploiting the disparity between administratively-low 
interest rates (negative interest rates) and high market 
rates for illegal gain. Such profiteering undermines 
equal competition among economic players, while 
being a breeding ground for the seeking of private 
gain through public office, the trading of power for 
money, and corruption and degeneration. 


3. They have a clear impact on income distribution, 
sharpening the income-distribution imbalance. Low 
interest rates devalue the labor income of savers, 
infringing on their interests, while individuals or 
enterprises that obtain loans dependent on their 
administrative authority get very rich by foul means. 


[Reporter] As market forces in China are still very 
imperfect, some hold that interest rates have little regu- 
latory impact. What is your view on this? 


[Liu] Well developed credit instruments and a fully 
developed market system are prerequisites for bringing 
interest rate leverage into full play. But in contrast to the 
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mature state of market economies in the West, as market 
forces in China are still very imperfect, it is impossible 
for China’s interest rate policy to have as sensitive and 
effective interest rate regulatory force as in Western 
nations. But as we build a modern enterprise system and 
increase the market-regulation factors in our economy, 
interest rates will have an ever-growing regulatory 
impact. Changes in interest rates are having an ever 
deeper impact on enterprise operating activities and 
individual economic behavior. As to enterprises, as state 
enterprises gradually convert their operating forces, they 
will respond ever more sensitively to interest rates, with 
gradual change now occurring in their state of fund use 
being one of “all eating out of one big pot” and their lack 
of cost calculation. Nonstate enterprises, such as “the 
three kinds of foreign trade,” collective, and private 
enterprises, are gradually expanding their ratio of our 
GNP, with qui.e strong growth momentum. This part of 
the Chinese economy is making a more sensitive 
response to interest rate regulation, as interest rates 
involve enterprise production costs and profits. And as 
to individual economic behavior, interest rates have a 
quite direct impact on economic activity, as savings 
interest rates are very elastic. Taking just one example, 
in the first half of 1993, when prices were rising but 
interest rates were not moving, individual bank savings 
dropped for a time. But once the PBC twice raised 
interest rates on RMB deposits and loans in May and 
July, individual savings deposits very quickly recovered 
their growth momentum. Such interest rates change 
plays an obvious role in curbing inflation. As individual 
investment portfolios diversify, individuals will show 
their dissatisfaction over low and negative interest rates 
in forms, such as panic buying as a hedge against 
inflation or buying other assets. 


[Reporter] As adjustment of our low interest rate policy 
will be bound to mean raising deposit and loan interest 
rates, with treasury bill interest rates rising accordingly, 
then leaving aside the endurance of Central revenue on 
this point, the process will certainly increase enterprise 
burdens, even making them unbearable for some. How 
should this matter be resolved? 


[Liu] We need to acknowledge that such concerns exist in 
the understanding of many, which is a very important 
ideological root of the policy neglect of the impact of 
interest-rate means. 


1. We need to theoretically answer this question: Should 
we use low interest rates to continue to prop up ineffi- 
cient economic operations, or should we gradually 
deregulate interest rates, to pave the way for putting our 
economy into a good cycle? While we noted above that 
negative interest rates mean that enterprises use funds 
without paying hardly any cost, China’s enterprises are 
still sustaining severe losses, with a lack of vigor. As the 
pertinent data shows that the operating state of China’s 
state enterprises is essentially a “three thirds” order of 
one third sustaining losses, another third with potential 
losses, and only one third making profits, it is thus 
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obvious that nearly two-thirds of our enterprises are 
sustaining real losses. The longer we depend on low 
interest rates to prop up inefficient economic opera- 
tions, the greater our efficiency loss due to the wrong 
resource disposition. 


So we need to take steps to overcome this, to take our 
economy as quickly as possible out of the vicious 
circle of “low interest rates propping up low effi- 
ciency, which in turn is severely dependent on low 
interest rates.” 


2. As to the varying circumstances of heavier enterprise 
burdens once interest rates are raised, we need to adopt 
differing countermeasures. a) It is certainly not the case 
that enterprises in all sectors cannot bear market 
interest rates. In fact, certain better-run enterprises and 
investment projects with market prospects are willing 
to raise funds at interest rates of 15, 20, and even 30 
percent. And certain real estate and stock market spec- 
ulators can bear market interest rates even easier, so do 
not need discussed. b) There are certainly some projects 
and enterprises that cannot endure higher interest rates, 
which projects and enterprises are urgently needed state 
priorities, which must be ensured and supported. But 
the difficulties of these projects and enterprises, of 
higher costs due to the deregulation and raising of 
interest rates, should be resolved through state-financed 
discount loans, or through policy loans from banks, 
such as the Investment Development Bank, not through 
ordinary low or negative interest rates. c) As to ordinary 
competitive sectors and enterprises, their loan interest 
rates are in even more need of being market- 
determined, with efficient enterprises naturally able to 
bear market interest rates, but inefficient ones that 
cannot borrow money having to come up with ways to 
improve their technology and management and adjust 
their product mix to keep from going bankrupt. A 
market economy cannot protect the backward or use 
low and negative interest rates to support inefficiency. 
Of course, we need to do a good job of dealing with the 
aftermath of bankrupt enterprises, by speeding up our 
establishment of a social security system. 


[Reporter] So is it your view that China’s interest rate 
policy reform ought to be one of gradual marketization 
just like our exchange rate mechanism reform? 


[Liu] Our government has been paying attention to 
controlling inflation, taking a series of steps, such as 
government at all levels paying quite a lot of attention to 
the “food-basket project” to curb market prices, and the 
pertinent sectors strongly emphasizing pricing manage- 
ment and oversight. While all such steps are necessary, 
we need to increase our use of indirect regulation and 
control means. Interest rate marketization conforms to 
China’s overall reform direction. On 1 January 1994, 
China’s foreign exchange system underwent a crucial 
reform, merging our official and market-conversion 
exchange rates, which was a large step toward making the 
RMB a convertible currency. And while changing our 
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interest rates will have a much greater impact than 
merging our exchange rates, we still need to boldly 
explore and speed up our pace of interest rate reform. Of 
course, as interest rate reform will cause certain new 
social and economic problems, we will need to proceed 
gradually, in coordination with reforms in other areas, to 
m_ social stability and promote sustained economic 
growth. 


Finance Ministry Official on Transfer System 


94CE0756A Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese No 8, 11 Aug 94 pp 36-38 


[Article by Wang Xingyi (3076 5281 4135): “Adopt 
Financial Transfer System to Aid Local Development”’] 


[FBIS Translated Text] The expression “‘zhuanyi zhifu” 
is translated from the English word “transfer,” the 
original meaning being “change” or “transfer accounts.” 
Defined narrowly, transfer refers to a government at a 
higher level turning over its revenue to a government at 
a lower level to help cover the latter’s expenses. Defined 
broadly, transfer refers not only to the transfer of income 
from a higher level to a lower level of government, but 
also to the transfer of the revenue of a lower level to a 
higher level. In China, transfer is typically used in the 
narrow sense. In the West, transfer payments have 
already grown to be a substantial portion of the spending 
of the central (federal) government. In countries with a 
developed market economy, transfer has become a wide- 
spread practice and is a basic feature of the fiscal 
relations between the central government and local gov- 
ernments. As the tax sharing system is adopted and 
perfected in the course of building a sucialist market 
economy, we need to draw upon the experience of 
market economies and perfect 'a transfer payment system 
suited to a socialist market economy to ensure the 
sustained, rapid, and healthy development of the 
national economy. 


1. Transfer is a common practice in public finance in 
countries with a developed market economy. 


The transfer system grows out of the need to even out 
vertical fiscal imbalances, that is, imbalances between 
the central and local governments, and horizontal fiscal 
imbalances, those between different regions. The so- 
called vertical fiscal imbalance refers to the mismatch 
between the revenue of a government and the financial 
needs of its commitments. This imbalance typically 
manifests itself as an excess of revenue over expenses at 
the central government level and vice versa at the local 
government level. In China the central government has 
been subsidizing the provinces fiscally, an example of 
vertical fiscal imbalance. The so-called horizontal fiscal 
imbalance refers to the regional imbalances between 
revenue and expenditures. Some regions collect more 
revenue than what they need to spend; others need to 
spend more than what they collect in revenue. A concrete 
example in China is the fiscal relations between prov- 
inces that make a net contribution to the central treasury 
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and those that depend on subsidies from the treasury. A 
fairly mature transfer system includes goals, revenue 
sources, the amount of funds involved, payment stan- 
dards, and the organizations that handle the transfer. 


1) The objective of a transfer system is to eliminate 
horizontal and vertical fiscal imbalances. Closing those 
two gaps does not mean achieving parity in the level of 
economic development from region to region. Nor does 
it imply that per capita revenue would be the same across 
the nation. Instead, the transfer system strives for 
equality in the ability of each region to provide basic 
public services in light of its spending needs and ability 
to raise revenue. In a market economy, the scope of 
equalization is only limited to “public goods,” eg., 
education and public health services, that is, the recur- 
rent expenditures in a government’s budget. Also 
included are some capital expenditures such as housing 
construction, hospital construction, and road repair and 
maintenance. What is typically excluded is capital 
expenditures that directly support industry. The objec- 
tive is to enable citizens in different regions to enjoy 
equal opportunity and a similar service level in employ- 
ment, schooling, transportation service, and water 
supply, etc. Accordingly, World Bank experts have 
summed up the objective of a financial transfer system as 
follows: close the spending gap at the local level, ensure 
that services nationwide reach a minimum standard, 
enable the federal government to carry out its redistri- 
bution function, create a unified national market, and 
achieve economic stabilization. 


2) The amount of transfer payments from the central 
(federal) government to local authorities is typically 
quite substantial and constitutes a principal source of 
local revenue. Whether the nation in question follows a 
federal or unitary system, grants from the central (fed- 
eral) government account for a considerable portion of 
local incomes, higher in the case of unitary countries. 
According to statistics, federal grants in the world’s six 
most advanced federal nations on average account for 27 
percent of state revenue and 27 percent of local revenue. 
In contrast, central t grants in 11 unitary 
countries make up 5! percent of local revenue on 
average. In some countries the ion even tops 60 
percent: Belgium (60 percent), Ireland (71 percent), 
Netherlands (81 percent), Italy (89 percent), and Spain 
(93 percent). The size of transfer payments also increases 
steadily in tandem with economic development. In the 
United States federal payments to state and local gov- 
ernments totaled $133.9 billion in 1993, up from $91.4 
billion in 1980, constituting 20 percent of state revenue 
and 36 percent of local revenue. 


3) The sources and size of transfer payments vary from 


nation to nation depending on the magnitude of the 
horizontal and vertical imbalances. A case in point is 


Australia. In Australia, which has a federal system with 


ment takes in over 70 percent of all revenue collected by 
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the three levels of government while federal spending is 
less than 30 percent of their combined spending and 
local spending makes up 70 percent of total government 
spending. Hence the need for the federal government to 
make transfer payments to local authorities in a big way. 
In the Federal Republic of Germany, vertical fiscal 
imbalances were almost nonexistent, but there were 
significant horizontal imbalances. Hence the federal 
grants, which came in part from 2 percent of the value- 
added tax shared by the federal government and state 
governments. In addition, affluent areas whose ratio 
between revenue-raising ability and the amount of per 
capita taxes collected ranged between 102 and 110 
percent were required to turn over 70 percent of their 
surplus to be given to states with a budget deficit. The 
transfer system of Japan is fairly typical as well. The 
central government in Japan collects two-thirds of all 
revenue in the country while local government spending 
makes up two-thirds of all government spending. Here 
central aid is also needed to close the local budget gaps. 
Such aid takes two forms: a local tax levied by the central 
government and treasury grants. 


4) Transfer payments from central government to local 
governments take many forms and are usually used in 
various combinations. There are primarily four ways to 
distribute grants. First, make local grants on a per capita 
basis. Second, establish a uniform formula for distrib- 
uting the revenue generated by a tax shared by central 
and local governments. Third, establish a formula for 
calculating transfer payments. Fourth, attach strings to 
grants. For instance, the central government may 
demand that local governments match its funds or 
require that a certain grant be spent for a specific 
purpose or on a specific project such as education or 
public health. The first three methods are referred to as 
unconditional grants in contrast to the fourth, which is 
contingent upon some condition being met. Countries 
usually use a mix of distribution methods depending on 
tie nature of the grants and their purposes. Since the 
1980’s, most conditional grants in the United States 
have been earmarked for environmental protection, agri- 
culture, and transportation. Unconditional grants for 
each state or locality are calculated in accordance with a 
set formula which takes into account each jurisdiction's 
per capita income, its rights and ability to raise revenue, 
population, and other factors. In Britain, local govern- 
ment aid can be divided into two broad categories, fixed 
grants and special grants. Fixed grants pay for education, 
social welfare, law and order, fire protection, and road 
maintenance, and also include capital subsidies. Thanks 
to standardized methods of calculation, usually there is 
no endless argument between the central government 
and local authorities each year when the time comes to 
determine the amount of local aid. Special subsidies are 
set with specific projects in mind, most of them having 
to do with environmental protection. In Canada, local 
aid consists of regular funds, aid planning, and regular 
aid. 
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2. Problems Encountered by Overseas Countries With 
Payment Transfer 


Following the adoption of revenue sharing, financial 
power in developed market economies overseas became 
concentrated in the hands of the central (federal) gov- 
ernment, while most duties and responsibilities were 
delegated to the local jurisdictions except for national 
defense and foreign affairs. Local budget gaps are closed 
by transfer payments from the central or federal govern- 
ment. Transfer payments play a critical role in main- 
taining the political stability of a nation, ensuring the 
integrity of the market and its smooth circulation, and 
promoting simultaneous social and economic develop- 
ment everywhere. However, foreign countries also have 
experienced some problems with the transfer system. 1) 
Local budgeting has become more passive. Local govern- 
ments have shown less initiative in undertaking projects. 
How much funds a local government has at its disposal 
and how these funds are to be spent depend on transfer 
payments from the central or federal government. If 
these payments are ample and funds are made available 
on time or earlier than scheduled, local governments can 
breathe a little easier financially. If the reverse is true, 
then a locality has little control over its budget. If an 
excessive portion of local aid is earmarked for specific 
purposes, that too will tie the hands of the local govern- 
ment as it struggles to set local priorities and reduce the 
marginal efficiency of fund utilization. 2) The transfer 
system may induce the areas receiving subsidies or 
grants to be content with the status quo and render them 
uncompetitive. The transfer system is characterized by 
“‘regional equity” to a certain extent. For that reason, it 
may dampen the enthusiasm of impoverished subsidy- 
receiving areas to develop their economies. It also hurts 
competition up to a point by protecting the economic 
structure of subsidy-receiving areas. 3) To compete for 
central subsidies, local governments are given to keeping 
up with the Joneses and drive a hard bargain. Places 
where conditions are similar try to outdo one another 
while localities significantly different from one another 
emphasize their own respective assets. Major factors that 
determine how the transfer pie is divided, such as the 
ratio between general aid and specific aid, the weight to 
be given to each factor, the scale of revenue and distri- 
bution, are all hotly contested. 4) The total amount of 
transfer payments can only go up, not down, thereby 
making macro fiscal regulation and control less flexible 
and effective. To regulate and control the economy, the 
treasury relies on the fiscal policy in effect at the time 
and on the inherent stabilizing effects of the fiscal 
system. The “stabilizing” effect is achieved by the scale 
and structure of tax collection and transfer payments. It 
is also through the stabilizing effect that the treasury 
Carries out its anti-cyclical regulation. In a recession, the 
government usually uses low-tax and high-transfer poli- 
cies to stimulate a recovery. The problem is that once 
transfer payments are raised, it would be an uphill battle 
to bring them down in the future whether the economy is 
recovering, booming, or in the doldrums. 5) The transfer 
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payment system entails a huge amount of basic work. It 
takes comprehensive and scientific statistical data to 
determine base figures for local spending using the factor 
method. The computations involved are highly complex. 
Even with the help of the computer, it will still require 
enormous human, material, and financial resources. 
Furthermore, the formula has to be adjusted each fiscal 
year as the situation changes. 


3. Thought on China Adopting a Payment Transfer 
System 


China is a developing socialist country with a vast 
territory, a huge population, and considerable regional 
differences in terms of population, natural conditions, 
and level of economic development. To accelerate the 
development of a market economy, we must encourage 
competition and adhere to efficiency as our priority. At 
the same time, we must insist on common development 
and take justice into consideration. Thus it is imperative 
that the central government pool all necessary financial 
resources, support local economic development through 
the transfer system, regulate regional distribution, 
strengthen the central treasury’s macroregulatory and 
control power, and create basic social and economic 
conditions in every locality in the country. To establish a 
transfer system with Chinese characteristics, we must 
emulate international practice, on the one hand, and 
adapt them to suit national conditions, on the other. We 
need a standardized formula-like method to calculate 
transfer payments to make the process less arbitrary. At 
the same time, the process must be flexible enough to 
change with time, circumstances, and locality constantly. 
In the long haul, no doubt, establishing a transfer system 
is the most effective means to adjust the structure of 
local interests and economic structure. It has an impor- 
tant place in China’s future financial work. 


1) Set transfer goals for each stage after financial power 
and duties and responsibilities are properly redistributed 
between the central government and local authorities. 
The financial function in China at present is different 
from what is known as “public finance” in the West. Nor 
are the goals of a transfer system exactly the same as 
those in the West. The most important thing is to zero in 
on the widening gaps between the levels of economic 
development of different regions, adjust their horizontal 
imbalances, and accelerate major local infrastructural 
projects and social undertakings. That way the central 
government will be able to coordinate and guide local 
finance on a policy level and promote balanced regional 
economic development. Because of the highly uneven 
pattern of economic development in China, it must be 
pointed out, it would be impossible to achieve a basic 
parity in the level of public services overnight. Accord- 
ingly we need to set goals for each stage based on the 
responsibilities of a jurisdiction and its financial 
resources, and move forward gradually. 


2) Consider all relevant factors comprehensively and 
work out a nationally uniform objective standard. 
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Within this uniform framework, achieve the principle of 
being scientific, fair, and open to the greatest extent 
possible based on different characteristics. In China the 
basic factors determining local spending can be divided 
into four basic categories: 1) General factors, including 
population, territory, natural conditions, and the size of 
the staff in administrative and institutional units; 2) 
Local social development factors, including municipal 
construction, education, and sanitation; 3) Economic 
development factors, including economic growth rate, 
national income, and revenue; and 4) Special factors, 
including price differences in minority-inhabited areas, 
special economic zones, the capital, and other areas, and 
inflation. Consider all these factors as a whole. Give 
appropriate preferential treatment to old liberated areas, 
minority-inhabited areas, the frontier region, impover- 
ished areas, and old industrial bases, while fully mobi- 
lizing the initiative of both developed and undeveloped 
areas alike. Avoid punishing those which do well or 
protecting the laggards. At the same time, we must 
prevent gaps from widening excessively and hurting 
social stability. 

3) Transfer payments by the central government to the 
localities must be calculated each year as circumstances 
change. Do not keep base figures unchanged for years. A 
transfer system requires us to determine scientifically 
and accurately the taxing capability index and balance 
index of every locality to be the basis for achieving a 
horizontal fiscal balance. If a locality’s taxing capability 
index is smaller than the balance index, this indicates it 
is an impoverished area and therefore eligible for relief 
from the central government. Conversely, if its taxing 
capability index exceeds the balance index, it means it is 
a rich area and therefore both obligated and duty-bound 
to subsidize economic development in poor areas. Since 
a locality’s fiscal state and economic situation may 
change from one fiscal year to the next, a poor area may 
develop into a rich area and vice versa. Thus it is more 
scientific and equitable to set the amount of subsidies 
each year. 


4) The transfer system must be institutionalized and 
written into law in the course of time. Formulate a 
“Transfer Law.” Alternatively, incorporate the relevant 
key provisions into the appropriate laws and regulations 
so that there is a legal basis for the transfer system and 
arbitrariness is avoided. A financial transfer system 
should be subject to people’s congress supervision. When 
it comes to the detailed method, we may consider using 
comprehensive calculation, double-entry calculation, or 
group calculation to ensure the realization of the objec- 
tives of financial transfer. 


(Writer’s work unit: office of the Ministry of Finance) 
Responsible editor: Chen Lingshu [7115 0109 3219) 
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Central Bank’s Monetary Policy, Bond Market 


94CE0754A Beijing CAIMAO JINGJI [FINANCE AND 
TRADE ECONOMICS] in Chinese No. 8, 11 Aug 94 pp 21-25 


[Article by Lou Jiwei (2869 4949 0251) and Gao Jian- 
hong (7559 0494 5725) of the Macroeconomics Depart- 
ment of the State Commission for Restructuring the 
Economy: “Reform of Central Bank’s Monetary Policy 
Instrument and Development of State Bond Market” — 
responsible editor: Chen Xiaowei (7115 2556 0251)} 


[FBIS Translated Text] The ultimate goal of the mone- 
tary policy pursued by the Chinese Central Bank is to 
maintain a stable currency value, thereby spurring the 
growth of the economy. The intermediary and opera- 
tional targets of the monetary policy are the amount of 
currency supply, interest rate on interbank borrowing, 
and the bank’s rate of reserve for payment. With regard 
to these questions, departments concerned have reached 
a consensus of opinion following a long period of study 
and exploration. Confronted with the demand for 
building a socialist market economy and the new situa- 
tion of all-round development of reform and in keeping 
with the ever-deepening efforts to restructure our coun- 
try’s financial system, how should the central bank 
redesign its monetary policy so as to use it as an 
instrument to shift macro financial regulation and con- 
trol from the track dominated by the direct method to 
one dominated by an indirect method? And how should 
the monetary policy be meshed and coordinated with the 
financial policy in an effort to promote the healthy 
development of the state bond market? These are urgent 
questions we have to study in depth. 


I. Declining Effectiveness of Traditional Monetary 
Policy Instrument 

A review of the past shows that under the planned 
economic system prior to our reform drive, there was no 
distinction between what was the central bank and what 
was the specialized bank, commercial credit was prohib- 
ited, and nonbank financial institutions were nonex- 
istent. In fact, there was only one national bank, which 
handled all credits. The head office of the People’s Bank 
exercised strict control over the grassroots offices with 
respect to the scales of deposits and loans as required by 
the plan. In those years, the total amount of loans was 
commensurate with the total amount of deposits. And to 
control the scale of loans was to control the supply of 
currency. 


In 1984, the People’s Bank began exercising the central 
bank’s functions independently. Toward specialized 
banks, it instituted in 1985 a credit fund control system, 
which separated the ivan funds from the deposit funds. 
The central and specialized banks had separate accounts, 
each with an independent balance sheet. And a currency 
supply control mechanism under the central bank’s 
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system began to take shape. During the nearly four-year 
period from 1985 to the fourth quarter of 1988, the 
central bank exercised macro monetary regulation and 
control basically by controlling the limit of loans as well 
as the supply of currency. Once, a reform was started to 
place emphasis on regulating the currency supply. Later, 
however, due to a change in the macroeconomic situa- 
tion, emphasis was shifted back to controlling the limit 
of loans. 


Before 1990, China’s financial market development was 
still in the initial stage. The scale of the market was 
small. Although there were a sizable number of nonbank 
financial institutions, their business and operational 
methods were quite different from the bank’s, and their 
scale of operations was relatively small. Because of this, 
they did not impact significantly the traditional way of 
controlling the scale of bank loans. Meanwhile, the 
central bank laid emphasis on self-control in using 
currency. Particularly before 1988, the central bank’s 
profit-drive mechanism had no impact on the formula- 
tion and implementation of its policies. Indirect regula- 
tory and control measures through the deposit reserve 
and loans reissued by the central bank were relatively 
successful. The central bank could by and large control 
the supply of currency simply by limiting the scale of 
loans. From 1984 to 1989, the basic situation was that 
the annual increase in loans was greater than or equiva- 
lent to the annual increase in the supply of M2 currency 
(whose amount was roughly equal to the deposits held by 
the national bank plus the money in circulation). 


Since 1990, China’s financial markets have grown 
quickly. The money-lending market, which had been put 
under control during the period of economic rectifica- 
tion and improvement, has became active again. Devel- 
opment of the securities market, especially the stock 
market, has provided a new place for the public to invest 
their money. The boom of the real estate market is even 
more attractive to the inflow of capital. Both banks and 
nonbank financial institutions have increased in 
number. Their profit-drive mechanism has been fortified 
under the impact of the market-oriented reform. They 
have not only utilized the financial instruments created 
through the development of the financial industry, but 
have also gone all out to make new financial instruments 
so as to sidestep the restrictions imposed by the financial 
administrative authorities and to gain profits from their 
business. China’s banking regulations now stipulate that 
no bank should invest in securities and in industries and 
that the assets listed in the bank’s balance sheet should 
be composed mainly of loans. But, because banks have a 
thousand and one links with nonbank financial institu- 
tions, their principal assets are, in fact, no longer limited 
to loans. Expansion of their assets can no longer be 
controlled just by controlling their new loans. Bank loans 
are no longer the only source of derivative deposits. And 
it is no longer possible to control the supply of currency 
by controlling the scale of bank loans. Meanwhile, the 
gap has quickly widened between the increase in loans 
and the increase in the supply of M2 currency. In 1990, 
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the increase in loans was 307.1 billion yuan, while the 
M2 currency supply increased by 334.4 billion yuan, the 
difference being 27.3 billion yuan. In 1992, loans 
increased by 326.9 billion yuan, and M2 increased by 
405.6 billion yuan, leaving a gap of 78.7 billion yuan. In 
1992, loans and M2 increased by 422.8 billion yuan and 
605 billion yuan respectively; the difference went up to 
182.2 billion yuan, equivalent to 43.1 percent of the new 
loans extended that year. 


Among the national bank’s liabilities, there is an item 
called “‘Other.” It consists primarily of funds coming 
from nonbank financial institutions. Prior to 1987, this 
item had shown a positive value. Small as the amount 
was, it indicated that nonbank financial institutions were 
playing a supplementary role in absorbing funds for the 
bank. From the fourth quarter of 1988, China’s credit 
scale has been controlled primarily by limiting the 
amount loans. At almost the same time, the “Other” 
item began to show a negative figure, whose amount has 
become greater each year. In September 1991, the nega- 
tive figure amounted to 66.6 billion yuan. In August 
1988, it reached 150 billion yuan. Under normal condi- 
tions, the bank’s assets and liabilities should be in 
balance, and matter-of-factly, a negative figure in the list 
of liabilities means an increase in the bank’s assets. In 
general, if a bank has more deposits than loans and 
possesses no legally qualified assets, then the excess 
deposits—that is, the part of increase in deposits that 
exceeds the increase in loans—will inevitably go back to 
the central bank, reflected as an increase in excess 
reserve that the bank has deposited into the central bank. 
This is shown in the bank’s balance sheet as an increase 
in its deposits to the central bank. Actually, however, 
this amount has not been deposited into the central 
bank, but has been transformed in some way into 
another form of asset not listed in the balance sheet. The 
“Other” item appearing among the bank’s liabilities, 
therefore, means a real increase in its assets reflected as 
an unreal reduction in liabilities. 


In the main, the increase in the bank’s assets results from 
the lending of money to units outside its own organiza- 
tion (net amount lent out). In most cases, nonbank 
financial institutions borrow money from the bank not 
for filling out short-term shortages of funds according to 
the normal procedure. Instead, they use the money to 
extend loans—with no restrictions as to the duration and 
application of the loans—or to invest in real estate, 
securities, and other industries. This is because nonbank 
financial institutions are not so stringently controlled by 
the central bank as to the limit of loans extended, and 
they can decide how to use the money according to its 
source; that is, they have a much greater power to invest 
their money than banks. Now, all banks have extensive 
and inextricable ties with these nonbank financial insti- 
tutions. Specialized banks, their head and branch offices 
alike, all have their own trust and investment companies. 
As for national securities companies and the vast 
majority of local securities companies, their principal 
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shareholders are banks. The present control over finan- 
cial institutions cannot prevent the flow of funds, per- 
sonnel, and information between banks and their related 
nonbank financial institutions. This has facilitated the 
abnormal flow of funds. 


There are other disguised forms of expansion of bank 
assets. Chief among them are the bank-enterprise joint 
operation and the interbank transfer of the off-the-book 
money. The so-called bank-enterprise joint operation is 
an arrangement whereby the bank and an industrial or 
commercial enterprise open a joint account and both 
deposit their money into it. Then, the enterprise draws 
money from the account to make investment or conduct 
other business activities. The so-called interbank 
transfer of the off-the-book money is a special kind of 
transfer where money is not transferred to the account of 
the borrowing bank or credit cooperative as required by 
the regulations, but is transferred directly to the account 
of an enterprise according to the instruction of the 
relevant person of the borrowing bank. Such money is 
not recorded as an entry in the book of the borrowing 
bank. As a matter of fact, the loan-conirol method 
adopted by the central bank can only briefly control the 
expansion of bank loans. In no way can it effectively 
control the real expansion of bank assets. Expansion of 
bank assets not through the expansion of bank loans can 
also produce derivative deposits, thus leading to a dis- 
proportionate increase in the currency supply. This is 
one of the reasons that the central bank’s loan-control 
method cannot actually control the currency supply. 
Another reason is that the central bank’s currency supply 
mechanism is over-dependent on reissuance of loans to 
various specialized banks, and it cannot exercise effec- 
tive self-control over the reissuance of such loans. This 
has financially assisted specialized banks in expanding 
their assets. 


Under the central bank’s system, both the central and 
commercial banks are capable of creating currency. The 
central bank creates cash currency in the broad sense, 
including cash, reserves, and deposits made by the state 
financial department. In other words, it creates the basic 
currency. On this basis, commercial banks created 
deposit currency. The difference between the two lies in 
that the currency supply created by the central bank is a 
result of use of its assets. At present, the assets of the 
central bank in our country consist mainly of the loans 
reissued to specialized banks and other financial institu- 
tions, foreign exchange funds, gold and silver, overdraft 
and borrowing by the state financial department, and 
special loans extended directly to customers. Among 
these, loans reissued account for the highest percentage. 
As of the end of 1993, these loans accounted for about 74 
percent of the total amount of assets held by the People’s 
Bank. In 1993, the increase of these loans was equivalent 
to 88 percent of the increase of the total assets of the 
People’s Bank. Overdraft and borrowing by the state 
financial department accounted for about 13 percent of 
the total assets of the People’s Bank as of the end of 


ECONOMIC 43 


1993. In 1993, the increase of such overdraft and bor- 
rowing reached about 10 percent of the increase of the 
total assets. The loans reissued by the People’s Bank to 
financial institutions and the overdraft and borrowing by 
the state financial department represent the principal 
processes by which the People’s Bank creates currency 
through the use of its assets. 


Over years, the accumulated amount of loans reissued by 
the People’s Bank to financial institutions has reached a 
considerable amount. Of this, a large part has been used 
to support specialized banks in extending policy-related 
loans [loans for the purpose of implementing certain 
policies], which are used for state key construction 
projects, state purchase of agricultural and sideline prod- 
ucts, work to help the poor, and other development 
projects. Actually, these loans play the same role as 
financial investment. They can also be used to make up 
for financial deficits. Specialized banks cannot reduce 
these policy-related loans due to the state’s financial 
reason and the administrative intervention from the 
various levels of government. Such being the case, the 
central bank must issue more loans to specialized banks 
to meet their needs. To the central bank, this means a 
hard binding force because it must ensure the supply of 
such loans. Meanwhile, specialized banks have all along 
put policy-related loans and commercial loans together 
for management instead of treating them separately. For 
their own interests, they have increased the amount of 
commercial loans in disguised ways and thus taken up 
the funds designated for extending policy-related loans. 
Under these circumstances, the central bank must give 
more loans to specialized bank to fill out the shortage. A 
combination of these factors have limited to a great 
extent the function of the People’s Bank in using reissued 
loans as a principal means to absorb or issue the basic 
currency. In fact, the People’s Bank cannot act on its own 
initiative, but is in a passive position to suit the external 
needs. Also, because of the influence of the previous 
profit-retention mechanism, tt: People’s Bank can in no 
way effectively control the reissuance of loans. 


II. Direction for Reforming Central Bank’s Monetary 
Policy Instrument 


This year one of the major tasks of China’s financial 
reform is to set up a state policy-enforcement bank. This 
is aimed at separating policy-enforcement banking from 
commercial banking, correct the problem of dual func- 
tion of state specialized banks, sever the direct link 
between policy-related loans and basic currency, and 
ensure the power of the People’s Bank in regulating and 
controlling the basic currency. The function of the pol- 
icy-enforcement bank is different from that of ordinary 
financial institutions in that the purpose of the former is 
not to make profits but is to implement the government 
policies. As for the funding of the policy-enforcement 
bank, apart from the capital allocated by the state 
financial department and other financial resources, the 
main sources of funds will be the bonds it issues to 
financial institutions and the state-guaranteed bonds it 
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issues to the public. The central bank will not reissue 
loans to the policy-enforcement bank. In the past, the 
qoute) Nank culsuues Chane tp qpecicene Cae aaialy 
to assist them in extending policy-related loans. 
future, there will be no direct connection between 
funds for policy-related loans and the loans reissued by 
the central bank. Accordingly, there will be no basic 
reason for the central bank to rely on the reissuance of 
loans to commercial banks as a primary channel to 
supply the basic currency. Specialized banks should look 
to the market for sources of funds and strive to absorb 
more deposits. They should no longer force the central 
bank to issue the basic currency and rely on its loans as 
one of their main sources of funds. On the other hand, 
the central bank should restructure its monetary policy 
instrument, from the previous practice of relying mainly 
on the collection and reissuance of loans to one of using 
multiple tools. Although the central bank will no longer 
use the issuance of the basic currency directly in sup- 
porting policy-related loans, under China’s peculiar con- 
ditions, it cannot refrain from giving necessary support 
to the policy-enforcement bank through indirect eco- 
nomic measures. The central bank may consider using 
the discount and rediscount of bonds issued by the 
policy-enforcement bank as a monetary policy instru- 
ment so as to enhance the liquidity of the bonds, reduce 
their interest rates, and enable the policy-enforcement 
bank to raise funds at a lower cost. Furthermore, con- 
sideration may be given to promoting the buying and 
selling of the bonds of the policy-enforcement bank as an 
open-market business. 


Reform of the state’s specialized banks already has a 
clear-cut orientation. After being freed of the policy- 
related business, these banks should be turned into 
state-owned commercial banks as soon as possible. They 
should operate according to the pattern of modern 
commercial banks and, together with other commercial 
banks across the country, make up China’s commercial 
banking system. Previously, the central bank’s refi- 
nancing to specialized banks was mainly in the form of 
reissuance of credit loans. As of the end of 1993, such 
loans had amounted to about 900 billion yuan, while the 
amount of loans to other banks was only some 2 billion 
yuan, and to nonbank financial institutions about 27 
billion yuan. One thing that is certain is that the central 
bank should gradually recall its loans extended to non- 
bank financial institutions and should no longer issue 
such loans in the future. In doing financial business, the 
central bank should only deal directly with commercial 
banks. After being freed of policy-related business, spe- 
cialized banks—now they are commercial banks— 
should be equated with other commercial banks. The 
central bank’s refinancing policy should be equitable and 
fair, and the market competition mechanism should 
hold sway among various commercial banks. The four 
big specialized banks are much larger than other com- 
mercial banks. After being freed of the policy-related 
business, the relative proportion of loans they receive 
from the central bank will still be much more than those 
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received by other commercial banks. In that case, it will 
be unfair if the central bank still take the reissued loans 
as a main instrument to carry out its monetary policy. In 
terms of their nature, the credit loans reissued by the 
central bank are an optional monetary policy instru- 
ment. Under the circumstances where commercial banks 
operate according to market conditions, it will be too 
monotonous and limited to rely mainly on these loans as 
a monetary policy instrument. Besides, different com- 
mercial banks receive different amounts of loans and 
have different asset makeups. When the central bank 
needs to tighten or ease the currency supply, it is hard to 
determine how to reduce or increase the loans reissued to 
commercial banks. What is more, when the currency 
supply is tightened, the effect will be relatively serious, 
and there will be no buffer room for commercial banks. 
For this reason, the central bank must start using a 
general monetary policy instrument geared to the 
market. That is, it must develop its business on the open 
market to absorb or issue the basic currency as a way to 
regulate the supply of currency. 


Beginning this year, we will exercise control over the 

asset-to-liability ratio and asset risks for commercial 
banks, and accordingly the central bank’s control over 
commercial banks’ reserve for payment should be mod- 
ified. In China, funds deposited into the central bank by 
financial institutions comprise deposit reserve and 
excess reserve (reserve for payment). The uses of these 
two reserves are quite different, compared with their 
counterparts in foreign countries. Deposit reserve is used 
mainly to boost the funds that the central bank can 
manipulate. With the scale of loan allocations being 
under control, specialized banks cannot move funds 
freely between different areas. As a result, some branches 
of specialized banks have only offices, but no funds. 
Since funds are required to extend policy-related loans, 
the central bank must use part of its deposit reserve to 
distribute funds to meet the needs in various localities. 
Under such circumstances, what really serves the pur- 
pose of reserve is excess reserve. Now, the further reform 
of specialized banks requires their head offices to gear up 
centralized management and raise the ability to make 
inter-office money transfer. In the People’s Bank, the 
fund-regulating power has already been centralized by 
the head office. Since there will be no much need for the 
People’s Bank to use its reserve to meet the requirements 
for fund transfers, steps should be taken to gradually 
enable the reserve to play its role as a real reserve. Under 
these circumstances, it is no longer necessary for the 
bank to keep a high excess reserve rate. Foreign commer- 
cial banks in general hold a certain amount of state 
bonds as a secondary reserve, and their reserve for 
payment is maintained at a level merely above | percent. 
Our central bank should consider lowering its require- 
ment with regard to specialized banks’ rate of reserve for 
payment from the previous 5-7 percent to 2-3 percent. At 
the same time, it should require the banks to buy a 
certain amount of state bonds as a secondary reserve. 
The requirement that commercial banks should have a 
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certain percentage of assets in the form of state bonds is 
a way to optimize the makeup of the banks’ assets. It also 
provides a basis and condition for the central bank to 
regulate the currency supply through its open-market 
business. This is because, through the buying and selling 
of state bonds, the central bank can influence the asset- 
liability structure of commercial banks and, therefore, 
achieve the goal of regulating the currency supply. 


III. Reform of the Mechanism for Issuance and 
Transaction of State Bonds 


The central bank’s principal business on the open market 
is the absorption and issuance of the basic currency 
through the buying and selling of state bonds. It is, 
therefore, necessary to reform the mechanisms of issu- 
ance and transactions of state bonds. From international 
experience, there should be an appropriate market envi- 
ronment for state bonds to be used as a commodity for 
open market business. The basic requirements are as 
follows: First, state bond holders should be mainly 
institutions. Second, a certain share of the bank’s assets 
should be state bonds. Third, the interest rate on state 
bonds should depend on market conditions. It should be 
flexibly adjustable according to market conditions. 
Fourth, no bond certificates are required when state 
bonds are issued and when their transactions are accom- 
plished. Fifth, all state-bond transactions are cleared 
under the same system. Sixth, the terms of state bonds 
may be long, medium, and short. Payment on state 
bonds is made annually. 


Generally speaking, state bonds issued over the past 14 
years in our country are successful. However, they have 
some special features which differ from bonds issued in 
other countries. First, most of them were sold to indi- 
viduals. Quotas of state bonds to be sold are passed 
down from one level to another according to the govern- 
ment administrative strata, and they are mandatory 
plans that must be fulfilled. Second, the terms of state 
bonds are the same. All were of medium and long 
duration. No state bond has a term less than one year. 
Third, the interest-paying system is irrational in that the 
principal and interest are paid in a lump sum on the 
maturity of the bond. There is no interim interest 
payment. Fourth, for a rather long period, banks have 
not been allowed to hold state bonds. Fifth, the state 
financial department has been unable to pay back the 
principal and interest on matured state bonds held by 
institutions. These questions have affected to a serious 
extent the smooth distribution of state bonds and the 
formation of a market-oriented bond-distribution mech- 
anism. As a result, state bonds are in an unfavorable 
position to compete with other kinds of bonds. Under 
such circumstances, high interest rates on state bonds 
have to be offered to attract investors. Besides, with the 
current transaction mechanism, the price of state bonds 
has remained stagnant. It is, therefore, necessary to use a 
high yield rate to maintain their liquidity on the market. 
As can be seen, the advantage of state bonds as the most 
attractive gilt-edged bonds has not been fully brought 


out. 


ECONOMIC 45 


Raising the position of state bonds in the securities 
bonds as a principal commodity is a strategic task before 
both the state financial department and the central bank. 
The present mechanisms for issuing and dealing in state 
bonds must be reformed. Main tasks of this reform 
contain the following: First, it is necessary to insist on 
the distribution method whereby all state bonds are 
purchased and resold by financial institutions. Second, 
commercial banks should be allowed and required to 
include a certain percentage of state bonds in their assets 
as a secondary reserve. Third, the state financial depart- 
ment should issue some short-term state bonds. Fourth, 
the method of paying state-bond interest should be 
reformed. Issuance and transactions of state bonds 
should be accomplished without bond certificates. A 
centralized state-bond clearing system should be estab- 
lished. And efforts should be made to cultivate and 
attract institutional investors. 


Based on our three years’ experience of a trial-reform to 
have financial institutions buy and resell state bonds, we 
believe that the distribution of state bonds should be 
that have adequate financial resources and good credit in 
the market. Such financial institutions, as primary sales 
agents, buy state bonds, some of which they may pass on 
to distributors. Then, the primary sales agents and the 
distributors resell the bonds to other institutions and 
individuals. Primary sales agent should be mainly secu- 
rities companies or trust and investment companies. 
Specialized banks may be solicited to join the sales 
efforts, considering their previous position as main 
agents for state-bond distribution and their huge busi- 
ness network. The method for setting the issue price for 
state bonds should be gradually reformed—the present 

ice where the Ministry of Finance set the par 
interest rate and fix the price for state bonds should be 
changed to allow greater flexibility and diversity. Dif- 
ferent methods should be chosen according to different 
market conditions. 


In connection with the control over commerical banks’ 
asset-liability ratio and asset risks, we should allow and 
require banks to include a certain percentage of state 
bonds in their assets as a secondary reserve. Now, as the 
total amount of deposits held by banks is only sufficient 
for extending 75-80 percent of the loans, their high- 
liquidity assets should not be less than 20 percent. If the 
reserve and the reserve for payment account for 10 
percent and 2-3 percent respectively, the remaining part 
should be either cash or state bonds, in addition to the 
interbank borrowing of no more than one week’s term. 
In view of the fact that cash holdings give no return but 
can only add to the costs, banks should prefer to hold 
state bonds. Presently, specialized banks have some 2 
trillion yuan of deposits. If 7-8 percent of their assets 
should be in state bonds as a secondary reserve, they 
should be able to make a one-time purchase of state 
bonds in the amount of 140-160 billion yuan. 
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Overdraft from the central bank by the state financial 
department is a major process by which the central bank 
issues the basic currency. In name, the state financial 
department borrows the money; in reality, ihe borrowed 
money is never returned. The central bank can in no way 
control such overdraft. This has affected its effective 
regulation and control over the supply of currency. As 
one of the major steps to rationalize its relations with the 
bank, the state financial department has, beginning this 
year, stopped overdraft from the central bank and, as an 
alternative, issued state bonds to make up for the 
shortage of funds. We believe that requirements for 
short-term funds can be met by short-term financial 
bonds with a term of three to six months. As for 
temporary loans from the central bank, there should be a 
legally defined limit for the amount. 


The present practice that the principal and interest on 
medium- and long-term state bonds are paid in a lump 
sum on their maturity is not conducive to long-term 
possession of state bonds by institutional investors. 
Although ultimately the state financial department will 
pay all the interest when the bonds are redeemed, such 
institutional investors as investment funds cannot have 
actual revenue to distribute when they are distributing 
annual cash dividends to the fund holders. Since long- 
term investment cannot ensure short-term revenue, 
institutional investors do not like to include long-term 
state bonds in their investments. In the interest of 
long-term development of China’s state bond market, 
the main holders of these bonds should be institutional 
investors, including banks, old-age pension funds, and 
investment funds. Issuance and transactions of state 
bonds should be accomplished without bond certificates. 
In addition, there should be a centralized clearing system 
for bond transactions. This will help reduce the costs and 
raise the efficiency of issuance of state bonds and will be 
conducive to the development of the central bank’s 
business on the open market. 


The central bank’s absorption and issuance of the basic 
currency through the buying and selling of state bonds is 
a fundamental structural reform of the state bond 
market. It will bring about a fundamental change of the 
position of state bonds in the bond market and even in 
the financial market at large. Since commercial banks are 
required to hold state bonds as a secondary reserve, 
within a certain period, these banks will be the largest 
holders of state bonds and chief players on the bond 
market. Under such circumstances, the business of the 
People’s Bank on the open market will be relatively 
simple. In the main, it will deal with the head offices of 
various commercial banks in buying and selling state 
bonds. Now, while the bank’s interest rates on deposits 
and loans have yet to be completely subject to the market 
condition, the central bank may adopt a price- 
negotiation method in buying and selling state bonds 
from and to various commercial banks. That is, the 
central bank buys and sells such bonds by signing pur- 
chase and counterpurchase contracts with commercial 
banks. With the changes in the financial market structure 
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and the enhancement of the role of the market force in 
ining the interest rate, the open-market business 
of the People’s Bank may be adjusted to include the 
buying and selling of state bonds on the secondary 
securities market as its predominant activity. 


Article Calls Tax Evasion Threat to Republic 


95CE0028B Beijing ZHONGGUO XINXI BAO 
in Chinese 5 Sep 94 p 4 


[Article by Lei Yu (7191 5038): “Crack Down Hard On 
Tax Evasion” ] 


{[FBIS Translated Text] The loss of tax revenue has 
caused growing concern in every walk of life in China in 
recent years. Many localities have made the crackdown 
on tax cheats and evaders the centerpiece of their cam- 
paign to stem the loss of national tax revenue. However, 
one wonders if they realize that a form of tax evasion 
that is even more sophisticated, tricky, and intractable 
than tax cheating and under-paying is spreading like a 
wildfire all across the land. 
Grim Reality 

The number of foreign-funded enterprises in China has 
been rising steadily since reform went under way and the 
open policy was introduced. As of late 1993, the creation 
of a total of 174,000 foreign-funded enterprises had been 
approved and the amount of foreign investment negoti- 
ated stood at $217,216,000,000, of which $66.3 billion 
were actually invested. The development of foreign- 
funded enterprises has injected life into and energized 
the Chinese economy. Revenue generated by foreign 
economic activities has also been increasing by the year. 
Be that at it may, revenue is being lost on a large scale. 
Tax evasion is becoming a more and more serious 


problem. 


—Reports from the municipality of Beijing. A branch of 
the Beijing tax bureau that handles foreign economic 
activities has investigated a number of tax evasion 
cases involving foreign companies in recent years. 
Some of these cases are fairly typical. Enterprise tax 
evasion is common as early as the organizing stage. 
Take the case of an apparel company, for instance. 
Even before it formally went into operation, it was 
reselling clothes at a profit in hopes of avoiding tax 
payment. Tax evasion by foreign firms comes in all 
shapes and forms. Some cheat on real estate taxes by 
under-estimating building costs. After registering with 
the bureau of industry and commerce, some small 
companies fail to register with the tax authorities as 
required by law. Instead they move to another location 
promptly in a flagrant act of act evasion. A host of 
companies is found to be engaging in such practices by 
the tax department each year. The Beijing munici- 
pality looked into 1,200 foreign-funded enterprises 
last year, netting 22 million yuan in previously unpaid 
revenue. 
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—Reports from Fujian. According to statistics, only 7 of 
the 200 foreign enterprises in Fuzhou made a profit in 
1993, with the remainder all reporting losses. What is 
puzzling is that foreign businessmen’s investment zeal 
keeps going up and the scale of operations continues to 
expand even as losses mount among foreign-funded 
enterprises. A look at the income taxes of foreign firms 
in Fujian in recent years shows that the losses of a 
majority of such firms are not economic losses but the 
outcome of their diverse schemes and plots to avoid 
paying taxes. 


—Reports from Guangdong. According to the investiga- 
tions of the tax departments, last year foreign-funded 
enterprises accounted for 60 percent of a particular 
city’s gross value of industrial output but a mere 15 
percent of its total revenue collected from industry. 
Other data suggest that tax evasion has reached a 


whopping 60 percent in a handful of municipalities. 
Ingenious Tricks 
To avoid paying taxes, numerous foreign and Chinese 
enterprises have carried out in-depth studies into tax 
evasion and come up with a variety of ruses: 


1. Do one thing under cover of another. This is fre- 
quently resorted to by export-oriented enterprises 
which “put both ends overseas.” Taking advantage of 
its control over overseas buying and selling, the 
foreign partner of an enterprise often inflates the 
prices of imported merchandise and underreports the 
export prices of its products as a means of shifting its 
profits. That way the enterprise shows a loss on paper 
and avoids paying taxes. The Chinese partner is not 
unaware of such practices but is powerless to stop 
them in its dealings with the foreigners because it 
does not have its own procuring and marketing net- 
work overseas and has limited access to price infor- 
mation. Agencies in charge of foreign economic 
relations and management, for their part, are less than 
forceful in scrutinizing and monitoring foreign con- 
tracts. As a result, foreigners are able to shift profits 
around, effectively getting something for nothing. 

2. Preferential treatment in name, tax evasion in fact. 
There are currently over 60 opened zones and coop- 
eration zones in China. If we include their counter- 
parts at the provincial, ministerial, prefectural 
(municipal), and county levels, the number would 
exceed 2,600. Most characteristic of these special 
economic zones [SEZ’s], development zones, and 
cooperation zones is preferential tax treatment, a 
so-called superior intangible climate. A foreign firm 
that builds a plant or opens a company in the Shen- 
zhen SEZ, for instance, pays income taxes at the rate 
of 15 percent, 20 percent or so if the industry and 
commerce combined tax is factored in. Foreign com- 
panies as well as domestic enterprises and individuals 
naturally gravitate toward the zones in their choice of 
investment and plant location. 
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3. Setting up sham joint ventures to avoid paying taxes. 
Taking advantage of their overseas presence, a 
number of state enterprises and government agencies 
set up bogus foreign-funded enterprises in China as a 
way of avoiding paying taxes. These state companies, 
which practice independent accounting, actually have 
enough funds and technology to set up a company 
(factory) owned by the whole people. To steer clear of 
the high income tax rate applicable to state enter- 
prises at home, however, they search high and low for 
joint venture partners overseas and have the latter 
invest in China. The result is perverted Sino-foreign 
joint ventures and an endless source of tax benefits 
for these state enterprises. 


4. Taking advantage of tax loopholes. The open policy in 
one jurisdiction in the south succeeded in attracting a 
substantial amount of foreign investment. In 1990 
Company Y, a cosmetics enterprise and a joint venture, 
opened for business. It had a good reputation at home 
and abroad and its products were much sought-after on 
the market. Suddenly its output dropped sharply and 
the company’s books showed substantial losses. Mean- 
while Company D, also a cosmetics firm, was created in 
a neighboring jurisdiction. What stunned everybody 
was that this small company set a remarkable record of 
selling 6,600 crates of cosmetics in just six months 
despite the fact that it was under-funded, under- 
equipped, and under-staffed and had a limited produc- 
tion capacity. A subsequent investigation by the tax 
department shows that the 6,600 crates of cosmetics 
had actually been lent to Company D by Company Y. 
After enjoying China’s two-year tax-free preferential 
policy for new enterprises, audacious foreigners 
resorted to the tax-evading ruse of setting up a bogus 
new company. 


5. Inventing fictitious expenses to boost costs. The three 
kinds of enterprises that are either wholly or partially 
foreign-funded inflate their costs by making up all 
sorts of expenses, fabricating overseas expenses, 
increasing miscellaneous expenses beyond what is 
allowed, claiming more depreciation than permitted, 
over-reporting employees’ bonuses and welfare funds 
and year-end transfer accounts, and including 
expenses unrelated to production. In some enter- 
prises, the foreign partners charge excessively high 
agency or processing fees for procuring materials for 
the enterprises or marketing their products. 


Needless to say, this is by no means an exhaustive 
catalog of tax-evading tricks but it is enough to give us an 
idea of the trickiness of tax evaders. 


Effective Countermeasures 


We should see that tax evasion came about only after reform 
went under way and the open policy was introduced. 


Given the reality in China today, we must take the 
following measures in order to check and eliminate tax 
evasion. 
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First, make everybody understand the importance of 
launching a war on tax evasion. The administrative leaders 
of some localities worry that anti-tax evasion work would 
diminish the flow of foreign investment and undermine 
local economic construction. Hence their lack of enthusiasm 
for the campaign against tax evasion. Targeting this phe- 
nomenon, all localities, their tax departments especially, 
should do more to educate society about the grave danger 
posed by tax evasion to the body politic of the republic and 
guide all society to think in terms of fighting tax evasion 
firmly and with perseverance. 

Second, we must gather anti-tax evasion information. The 
lack of close cooperation with international tax agencies is 
an important reason why tax authorities are powerless to 
stop the brazen tax-evading behavior of some foreign- 
funded enterprises. Therefore we must do much more to 
arm ourselves with the necessary information. 


Third, build up an anti-tax evasion corps. Every locality 


should waste no time in establishing a high-quality corps 
composed of individuals who have mastered a range of 


Fourth, the campaign against tax evasion must be con- 
ducted in accordance with the law. We must work to 
heighten public awareness of the law continuously and 
develop a comprehensive body of laws as soon as pos- 
sible. For starters, loopholes in the existing legal man- 
agement system must be closed without delay so that tax 
evaders will no longer be able to exploit them. Second, 
intensify law enforcement awareness. Any stage must be 
rigorously examined from a legal perspective. Third, we 
must crack down hard on the tax evasion trend and not 
be soft-hearted. If we do that, we will succeed in 


removing a cancer threatening the republic’s health. 
Analysis of Errors in Joint-Stock System Reform 


94CE0759A Hong Kong CHING-CHI TAO-PAO [ECONOMIC 
REPORTER] in Chinese No 33, 22 Aug 94 pp 20-21 


[Article by Shih Kan (4258 1626): “An Analysis of Seven 
Major Errors in China’s Understanding of Joint-Stock 
System Reform”) 


[FBIS Translated Text] Ever since February 1993, 
China’s stock markets have been retreating again and 
again, never able to recover from the setback. So it is 
suspected that China’s joint-stock [sh»-etol-ling] system 
reform is at a deadend, on the verge . —_—-9! pse. While 
the response is that this is not the case, ‘«' mainland 
China’s stock markets have gotten into s: ~ ate is 
certainly related to the misunderstanding, . . wrong 
methods of China’s joint-stock system refucm. My 
research has found seven major errors, which I am 
analyzing as follows: 

Error 1: All reform steps need tested, with the joint-stock 
system being no exception. China’s choice of an eco- 
nomic-reform model has undergone a long and tortuous 


selection process, passing through stages, such as a 
planned economy, a planned economy, a 
planning-dominated and market-regulation- 
supplemented economy, and a socialist market 


rate property rights, limited liability, and the trust and 
liability of directors, have evolved into laws. So if we 
insist on making artificial changes in it, making certain 
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Error 2: All issues of shares, particularly public offerings, 
should be listed for speculation, without which investors 


quality and to leave enough time for 


guaranteeing it, while listing as quickly as possible to 
protect investor interests. 
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and closed companies, with the former’s shares being 
listable and while the latter’s are not. So it 
seems that China will also have to adopt this method of 
classification, without which its joint-stock system 
reform will go astray. 


The crux of the abovementioned viewpoint, that all 
issued shares need to be listed for negotiation, leads 
China’s stock market investors to an investment error: 
advocacy for speculation at the expense of investment. 
This could eventually result in the general collapse of 
China’s stock markets. While such a stand might have 
been understandable in China’s initial stock market 
period, it is hard to understand its being prated by 
authoritative figures now that they have felt its disas- 
trous stock market impact. 


Error 3: State shares, or public shares, need to occupy the 
dominant position in shareholding enterprises. When 
China first began its joint-stock system reform, it 
decided that in companies, particularly limited-liability 
ones, public shares (including state and corporate shares, 
essentially the same thing) must hold absolute stock 
control. In fact, public shares now make up over 80 
percent of the shares in the listed companies on the 
Shenzhen and Shanghai stock markets. This was aimed 
at two goals: 1) To not change the socialist system of 
public ownership; 2) To ensure that there was no loss of 
state property. 


But even a little analysis finds this concern to be 
unfounded. 1) As there are only a little over 300 listed 
companies in Shenzhen and Shanghai combined, even if 
all of them were privatized, they would still not make up 
much of a percentage of state property; 2) As state 
holdings hold absolute control but are nonnegotiable, 
they do not contribute to the preservation of value or 
appreciation of state property anyhow. So I hold that 
even if state shares did not make up over 50 percent, 
China could still achieve its goals of stock control or of 
public ownership remaining unchanged: 1) If the con- 
tributed capital is decentralized enough, then it is pos- 
sible that even if the state’s holdings ratio is below 50 
percent, its control rights (position) will remain 
unchanged. This is because most decentralized holdings 
have no sense of control. 2) Even if most corporate 
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to other types of enterprise corporations, while limited 
liability has a particularly typical meaning, the implica- 
tions of limited liability are often confused. The correct 
interpretation is that shareholders have only limited 
liability for the company’s debts in the amount of capital 
that they put up, while companies have unlimited lia- 
bility for their operating debts in the amount of all of 
their assets (whose scope may be larger or smaller than 
the capital put up by all shareholders). So the limited 
liability of joint-stock companies is in relation to share- 
holders. If the state is a capital contributer to an enter- 
prise, particularly in the case of limited-liability 
companies in which the state has the sole limited lia- 
bility, then the state demands limited liability by the 
corporate enterprise based not on its contributed capital 
alone, but rather on all of its assets, including assets or 
holdings appreciation and yields. While this is a very 
interesting and complex matter, I will elaborate on it 
elsewhere due to space limitations. 


Error 5: Joint-stock companies sell shares aimed mainly 
at low-cost fundraising. Guided by such thinking, 
China’s listed companies for a time competed to sell 
shares and get listed just to be in fashion. Their aim was 
to exploit the flaw in mainland China’s initial stock 
market period of supply not meeting demand, to ensnare 
investor cash. But once they had this cash, instead of 
being enterprising with it to emphasize business growth 
tactics, they engaged in reckless investment, extrava- 
gance, and waste. This resulted in shareholders’ cash 
being lost forever, with shareholders receiving at year- 
end bonus time nothing but illusions on which to feed. 


It is undeniable that through selling shares, enterprises 
can certainly raise long-range working capital, particu- 
larly through premium sales, acquiring income to create 
capital profits. But this is actually just temporary, as 
shareholders will ultimately demand quite high real 
returns, without which they will sell off their shares. So 
certain large enterprises sell shares certainly not with the 
major aim of fundraising, particularly companies with 
solid might. They would rather raise funds from banks or 
financial institutions, with their major a:m being rather 
to convert their forces, taking advantage of the forces of 
large shareholders “voting with their hands” and small 
ones “voting with their feet.” In addition, exploiting the 
sale of shares and getting listed as an advertisement is 
also an undeniable major aim. 

Error 6: All share sales need to be premium offerings. 
Theoretically, share issues come in the three forms of 
normal price, premium, and discount, with the normal- 
price form being used most internationally. But main- 
land China’s joint-stock companies at first certainly took 
advantage of the rising stock market supply and demand 
imbalance, or the conflict of share supply not meeting 
demand, to go in for premium sales in a big way, with 
quite high premiums to boot. This posed a great danger 
to China’s stock markets, which could be seen mainly in 
that it distorted stock supply and demand relations and 
inherent value, making stock market investment fever 
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rampant, and easily causing insider trading and corrup- 
tion, which was adverse to the conversion of enterprise 
operating forces. For instance, some listed companies 
made high-risk investments with the cash acquired 
through high-premium share offerings, even engaging in 
illegal lending; others competed recklessly in the areas of 
building nonopera'ing facilities and buying office equip- 
ment, creating severe waste. There are many such exam- 
ples that do not need listed in detail. 


So I hold that one of the scourges that put China’s stock 
markets into such decline was high-premium sales of 
shares. 


Error 7: Joint-stock companies are a combination of corpo- 
rate legal ownership and shareholder ultimate ownership. 
As China is adhering to public ownership while promoting a 
modern enterprise system, for the substance of the same 
enterprise assets it advocates corporate ownership, while 
favoring state-property ownership, or state-shareholder ulti- 
mate ownership. The prevalence of such an argument is 
bound to lead astray mainland China’s modern enterprise 
system, particularly its corporate system. This is because it 
is out of line with international practice, as well as violating 
the principle of the in rem [property interest] theory on “one 
property, one interest.” Unless an enterprise enjoys full 
ownership rights to all of its assets (formed of shareholder 
investment plus its capital accumulation), or operating 
income, disciplinary action, possession, and sale rights, it 
cannot apply all of its assets to assume outside debt liability, 
which ultimately distorts and deforms joint-stock-company 
forces. So I hold that joint-stock companies are a combina- 
tion of corporate legal ownership and shareholder rights, 
with the companies legally enjoying property in rem, while 
shareholders, including the state as a shareholder, enjoy 
shareholder rights but not the property ownership. 


Stock Markets: History, Structural Problems 


95CE0018A Hong Kong CHING-CHI TAO-PAO 
[ECONOMIC REPORTER] in Chinese 
No 36, 12 Sep and No 37, 19 Sep 94 


[Article in two installments by Zhou Bajun (0719 03606 
7486): “Co-existence of Three Types of Stock (A, B, and 
H Shares)”—Structural Problems in China’s Newly 
Developing Stock Markets} 


[12 Sep pp 4-5] 


[FBIS Translated Text] On mainland China, the history of 
stock-issuing enterprises is ten years at most, but that of 
the stock market is less than five years. Nevertheless, both 
of them are the products of the reform and opening 
program. Although they have a short history, they have 
undergone varying and spectacular changes. In developing 
their strategies to invest in China’s stock market, investors 
need to know how such enterprises and the stock markets 
are formed and developed as well as their characteristics, 
structu'. 3d problems so as to forecast their future 


progre.: “x . he direction of their development. 
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A-Share to B-Share to H-Share: Path for Reform 


In 1984, several enterprises in Shanghai and some 
coastal provinces tried to raise funds from each enter- 
prise’s own workers to increase its capital. The authori- 
ties promptly called this form of internal fund-raising a 
system whereby “a stock-issuing enterprise issues stocks 
within itself.” That was the beginning in reforming the 
shareholding system in China’s enterprises. Later, the 
relevant authorities in China permitted several enter- 
prises to float shares to the public. However, such shares 
were not listed on the market. The first of such enter- 
prises was the Shanghai Yanzhong Industrial Co., Ltd. 
This was the so-called “issuance of shares to the public.” 
It means to raise funds by issuing shares to the public 
within the limits permitted by the authorities. 


Only when the “shares issued to the public” were 
allowed to be listed at the Shenzhen or Shanghai Stock 
Exchange for transaction, did they become “A-Shares.” 
Only when the stock exchanges in Shanghai and Shen- 
zhen officially opened their doors for business in 
December 1990 and July 1991 respectively, were 
China’s enterprises allowed to directly apply for listing 
on the market without having to go through the proce- 
dure of implementing the system whereby “the stock- 
issuing enterprise issues stocks within itself” or of the 
“issuance of shares to the public.” Since then, the 
number and market value of A-shares have rapidly 
increased. 


As a matter of fact, only after China’s enterprises tried to 
raise funds from overseas investors by issuing “B- 
shares” ai the end of 1991, did shares listed on the 
market in China become “A-shares.” In December 1991, 
the relevant institutions in Shanghai and Shenzhen 
signed contracts with overseas securities dealers based in 
Hong Kong to exclusively sell the first batch of China’s 
B-shares. In February 1992, the first batch of China’s 
B-shares were listed in Shanghai and Shenzhen stock 
exchanges. It was at that time that the program to reform 
China’s enterprise shareholding system went abroad and 
became internationalized. 


The issuance of B-shares is an important step. China’s 
enterprises have added a new way to attract foreign 
funds and set up joint ventures. Moreover they have 
developed their accounting and auditing systems toward 
international practices (standards). Only when China’s 
enterprises list their shares on the domestic market, do 
they use the traditional methods of accounting and 
auditing developed under the planned economy system. 
Once they start to issue shares for overseas investors, the 
latter would ask them to write their accounting and 
auditing reports according to international practices 
(standards). As a result, the relevant authorities in China 
have adopted a nation-wide accounting system close to 
the international practices (standards). 


The year 1993 was another crucial one for reforming 
China’s enterprise shareholding system. In addition to 
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some Chinese enterprises which indirectly listed them- 
selves on overseas stock markets in Hong Kong and 
other localities under the name of their “shell firms,” the 
Chinese Government selected a total of nine large state- 
owned enterprises to have their stocks directly listed at 
the Stock Exchange of Hong Kong, six of which were 
listed and put on sale in 1993 and three of which were 
listed and put on sale during the first half of 1994. Then, 
China’s enterprises had added a new variety of shares on 
the market—the “H-shares.” 


Both H-shares and B-shares serve foreign buyers, but 
they have major differences. Transactions of B-shares 
are carried out on the market in China, while those of 
H-shares are traded on the overseas market. Foreign 
buyers of B-shares can only demand that the relevant 
enterprises submit their financial reports according to 
international practices and subject such reports to 
auditing by reputable registered auditors abroad. Mean- 
while, they must accept the supervision of the Chinese 
stock market and the way it operates. As for H-shares, 
the foreign investors have reasons to demand that the 
relevant enterprises accept the supervision and the oper- 
ation system of the foreign stock market. Therefore, the 
Chinese enterprises issuing H-shares need to have a 
higher degree of transparency in their management and 
administration as compared with their B-share issuing 
counterparts. Furthermore, in order to make sure that 
enterprises which issue H-shares conform with the rules 
and regulations and the system of the foreign stock 
market and to protect the interests of the investors, the 
China Securities Supervision and Control Commission, 
the Shanghai and Shenzhen stock exchanges, the Hong 
Kong Securities and Futures Supervision Commission 
and the Stock Exchange of Hong Kong signed the “Sino- 
Hong Kong Memorandum of Regulatory Cooperation” 
on 19 June 1993. 


Peculiar Phenomena During Period of Changes 


China’s reform in its enterprise shareholding system and 
its newly developing stock market have gone through the 
process of going from A-shares to B-shares and again to 
H-shares. The process which A-shares have gone through 
is to develop from the system whereby “the stock-issuing 
enterprise issues stocks within itself” to the “issuance of 
shares to the public” and then to the public listing on the 
market. The process of development from A-shares to 
B-shares and then to H-shares is a process for China’s 
newly developing stock market to advance toward 
modernization and internationalization. 


However, what happened one after another before is 
now happening at the same time. Right now, the same 
Chinese enterprise is issuing two kinds of shares— 
A-shares and B-shares or A-shares and H-shares. 


Due to the fact that B-shares are to be listed and traded 
in China’s domestic market, China’s stock market is 
divided into two categories—A-shares market and B- 
shares market. 
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B-shares are issued for foreign investors, while H-shares 
are for direct listing abroad for foreign investors’ sub- 
scription and trading. Thus, the ties between China’s 
stock market and the foreign stock market are two- 
tiered. The two markets are connected through B-shares. 
The stock market in China is open to foreign countries to 
a certain extent. The two markets are also connected 
through H-shares with China’s stock market extending 
its feelers to other countries. 


China’s enterprise shareholding system reform and its 
stock market are complicated in such a way. 


From another point of view, this situation reflects the 
rapid development of China’s reform and opening-up 
program. Everything is hard in the beginning. After 
going through a relatively longer period of pregnancy, 
China’s enterprise shareholding system reform and its 
stock market were finally born. After they were born, 
their growth was rather rapid. It took approximately six 
to seven years to develop from the initial implementa- 
tion of the system whereby “the stock-issuing enterprise 
issues stocks within itself” to the listing of A-shares on 
the stock market, but it only took two to three years to 
develop from the listing of A-shares to the listing of 
B-shares on the market. That is, one stage has no sooner 
ended than another stage has started. 


However, from another point of view, this kind of sharp 
changes shows that China’s reform and opening up 
program is under development and that the process of 
the old system replaced by the new has not yet been 
completed. China has approximately 46,000 state-owned 
enterprises including about 10,000 large and medium- 
sized ones. It is absolutely impossible for most of quali- 
fied state-run enterprises to issue and list their shares 
within a short period of several years. Most of the 
qualified state-owned enterprises need to go through the 
stage of trying the system whereby “the stock-issuing 
enterprise issue stocks within itself” or the “issuance of 
stocks to the public” first in order to reform their 
shareholding system. The number of enterprises which 
have met the requirements in directly issuing and listing 
their stocks abroad is even less. 


The reason as to why one enterprise needs to issue two 
different types of stocks—A-shares or B-shares or A- 
shares or H-shares is because it has two different types of 
shareholders—legal persons or individuals in China and 
those overseas. Also, more important is the fact that the 
Renminbi has not yet become a freely convertible 
currency. 


In short, the same enterprise in China issues two dif- 
ferent types of stocks. China’s stock market is divided 
into two separate parts. The ties between China’s stock 
market and the foreign stock market are two-tiered. All 
these are special phenomena which show that China is 
the stage of undergoing changes in carrying out its 
economic reform and opening up to the outside world. 
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Inspiration After the Raging Tide Subsides 

Either in Shenzhen and Shanghai, a raging “bullish 
market” had always prevailed in China’s stock market 
during the initial stage. Particularly at the end of 1992 
and 1993, A-shares, B-shares, H-shares and other so- 
called “red-chip stocks” had increased in price either 
simultaneously or one after another, whipping up a 
“China stock craze.” 


First of all, B-shares and A-shares helped each other 
forward from January to May 1992, and their prices 
sharply rose. Especially the price-earning ratio (PE ratio) 
was so high that it reached the peak in all stock markets 
throughout the world. The enterprises in Hong Kong 
with Chinese investments also listed their stocks on the 
market amid A-shares and B-shares. During the year 
between mid-1992 and mid-1993, all the stocks issued by 
China’s Merchants, China Travel Services, Yuehai and 
China Resources Co., Ltd. were over-subscribed. Partic- 
ularly in February 1993, a company with Chinese invest- 
ment—the Junwei Investment Co., Ltd listed its stocks 
in Hong Kong. Its stocks were over-subscribed by 659 
times! Closely following the fervor for the “red-chip 
stocks,” the stocks of all the nine state-owned enterprises 
which were directly listed in Hong Kong were much 
sought after by investors. Since the beginning of 1994, 
the high tide in buying stocks from China has completely 
subsided. All the stocks, either A-shares, B-shares and 
H-shares or Hong Kong’s “red-chip stocks” are at a low 
ebb. As a result, the stock price of the Loyang Glass, the 
first state-owned enterprise in the second batch of enter- 
prises selected to float their stocks in Hong Kong, 
dropped 20 percent when it just began its listing on the 
market. This made the Chinese authorities postpone the 
listing of the stocks of the remaining state-owned enter- 
prises of the second group in Hong Kong. 


When the stock craze was over, investors recovered their 
senses. Looking back at the past gives them some enlight- 
enment. 


First, it is true that all the A-shares, B-shares and 
H-shares are stocks issued by Chinese enterprises. How- 
ever, their prices are controlled by different factors. 


A-shares are issued in China aimed at Chinese investors. 
They are bought and sold by investors in China. Their 
prices are basically affected by China’s macro-economic 
situation. 


B-shares are stocks for market trading within China by 
foreign investors. Although their prices are also basically 
affected by China’s macro-economic situation, they are 
even more controlled by foreign investors’ portfolio. 


H-shares are stocks of Chinese enterprises which are 
directly listed on the foreign market. Their prices are 
basically controlled by the local foreign market where 
such stocks are listed. 


Naturally due to the fact that all the H-shares regard 
Hong Kong as the place of listing and that the Hong 
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Kong stock market is becoming more and more influ- 
enced by “China factors,” the effect of China's macro- 
economic situation on H-shares is not significantly 
different than that on other listed stocks in Hong Kong. 
However, with the stocks of Chinese enterprises being 
listed in the United States and other stock markets, the 
““H-share” index in these markets may possibly reflects 
China’s macro-economic situation to a certain extent 
and somewhat differ from the price indicator for those 
stocks listed on the local market. 


Second, Chinese stocks were much sought after in the 
past two years, but right now, investors are vying with 
one another to sell them out. Naturally this is closely 
connected with China’s macro-economic situation and 
the changes of the economic policy of the Chinese 
Government. It has something to do with the ups and 
downs of the Hong Kong stock market and the readjust- 
ment of international investors’ portfolio. However, it 
also shows to a great extent the institutional and struc- 
tural defects in reforming the enterprise shareholding 
system and China’s newly developing stock market. 


In despite of the fact that China has already promulgated 
the “Corporate Law,” that the accounting system of the 
listed companies is quite close to the international stan- 
dards and that the H-share issuing companies are similar 
to the foreign stock issuing companies in terms of 
management and administration, a considerably large 
number of government officials and those in charge of 
enterprises in China still regard the issuance and listing 
of stocks on the market as a means to raise funds 
(B-shares and H-shares are regarded as channels to 
attract foreign investment.) At the same time, neither of 
them realizes the need to help listed companies reform 
their structure. That means, they have not regarded the 
issuance and the listing of stocks as a turning point and 
a way for enterprises to carry out structural reform. This 
has particularly made China’s B-shares and H-shares less 
attractive to overseas investors. 


The promulgation of China’s “Corporate Law” was time 
and again postponed. B-shares can only be bought and 
sold by foreign investors. However, counters and stock 
exchanges where B-share transactions are being made are 
unable to provide overseas investors with satisfactory 
services in terms of hardware (telecommunications facil- 
ities) and software (services from brokers and dealers 
and information supplied by listed companies). There- 
fore, the B-shares are unable to compete with the H- 
shares which are listed and traded abroad. This is a 
structural defect of the B-shares. 


[19 Sep pp 26-28] 


Prospects of China’s Stock Market 


The prices of A-shares in Shanghai and Shenzhen sharply 
rose on | August 1994. Later, B-shares in both cities 
seemed to go up and stabilize. Around this time, the 
China Securities Supervision and Control Commission 
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announced a series of measures or plans for the consol- 
idation and improvement of the stock market in an 
effort to extricate the mainland stock market from its 
year-long slump. 


Now the question is: Has the mainland stock market 
bottomed out? 


I believe that after repeatedly dropping for 13 months 
and losing almost 80 percent, the mainland stock market 
has bottomed out, if we regard the 1 August bullish 
market as a turning point. However it has not entered the 
stage of sustained growth. During the second half of this 
year, the stock market will generally undergo repeated 
improvement. This is because of the fact that the market 
has been in a slump for a long time. It takes some time 
for stockholders to keep pace with actual situation in 
investment both in psychology and in practice. 


Stock prices on the mainland stock market had dropped 
nearly 80 percent. The shareholders suffered serious 
losses (either in actual or face value). Nearly all 500 
securities companies and agencies were operating in red 
and not doing well. Therefore, whenever there is a 
bounce-back in price on the stock market, some share- 
holders will sell out when the stock price is high. (1) 
Some of shareholders who were “trapped” (In Hong 
Kong, they are often called “crabs with their legs tied 
up”) will be eager to sell their stocks in order to minimize 
their losses. (2) The securities companies and agencies 
need to increase the number of transactions in order to 
expand the volume of turnover. Only when most of 
shareholders have trimmed off some of their stocks on 
which they are losing money, will it be possible for the 
stock market to enter a stage of growth. 


Meanwhile new capital is needed when the stock price 
rises. However, it is not likely that China would ease the 
supply of money prior to the end of this year. 


Right now, China’s rate of inflation is still as high as 
approximately 23 percent. Therefore, the Chinese 
authorities have reiterated that China will still attach 
importance to curbing inflation in the second half of 
1994. Although the saving deposits in Renminbi during 
the first half of 1994 was 21.3 percent more than that in 
the same period of 1993, the size of investment still falls 
short of the targets set by Beijing, because the general 
office of the People’s Bank exercises strict control over 
the deposit-loan ratio in various localities. The tight 
money policy and the high interest rate are harmful to 
the growth of the mainland stock market. 


Nevertheless it is not likely that the stock prices on the 
mainland stock market will further drop and fall below 
the lowest level prior to 1 August. 1) The China Securi- 
ties Supervision and Control Commission announced 
that there will be no new stocks (both A-shares and 
B-shares) listed during the remaining months of this year 
and that this would reduce the pressure on the stock 
market. 2) China has already fulfilled this year’s target of 
issuing 102 billion yuan Renminbi worth of treasury 
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bonds. During the next five months (until the 
1994), there will be no treasury bonds which pa 
interests to compete with stocks on the stock : 


companies expect better performances on the stock 
market. NN 4 rt ty 
economic situation in China when the the Fourth Plenary 
Session of the 14th National CPC Congress is in session. 


How do we evaluate the series of measures or plans on 
ratifying and improving China's stock markets recently 
announced or revealed by the China Securities Supervi- 
sion and Control Commission? I believe that these 
measures and plans are advancing toward the right 
direction, but they may yield different results. 


These measures dwell upon the supply and demand and 
the size of the mainland stock market. On a short-term 
basis, the method of postponing the listing of new stocks 
and providing major securities companies and agencies 
with credits and loans should be used to alleviate the 
situation whereby supply exceeds demand. On a long- 
term basis, the method of encouraging more institutional 
investors and attracting foreign investment should be 
used to achieve a balance between supply and demand. 
Our long-term goal is to gradually expand the mainland 
stock market. 


Good results have been attained by postponing the 
listing of new stocks on a short-term basis, but such a 
measure will increase pressure on the listing of new 
stocks in the next year or the year next, because the new 
stocks not listed this year will have to be listed next year. 
Furthermore, the China Securities Supervision and Con- 
trol Commission plans to expand the scope of listed 
companies of B-shares beyond Shanghai and Shenzhen. 
This will increase the number of listed companies. In the 
long run, the increase of the number of listed companies 
is conducive to expanding the stock market. However, 
we can only achieve our goal if we have more investors. 
Therefore, the key issue is to attract more institutional 
and foreign investors to buy and sell A-shares and 
B-shares. I believe that the remaining months of this year 
will be a preparatory period in performing this task and 
that we expect to make actual progress next year. 


These measures dwelled upon the quality of listed com- 
panies. The China Securities Supervision and Control 
Commission and the State Commission for Restruc- 
turing the Economic System have worked out regulations 
to be implemented on an experimental basis. All com- 
panies which apply for listing their stocks must operate 
in line with the “guidance to change the way they 
operate” (for a period of six months). All those compa- 
nies which have openly floated stocks and listed them on 
the market must operate under the “listing guidance” for 
six months so that their management and operational 
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system would meet the requirements of a modern enter- 
prise and win the approval of the underwriters and 
investors on the market. 


These measures dwelled upon the quality of the securi- 
ties companies and agencies. The China Securities 
Supervision and Control Commission is making it a rule 
that all securities dealers must meet the requirements in 
capital and in professional standards. It is also drafting 
regulations to ban inside dealings and restrict securities 
dealers from handling businesses that have nothing to do 
with securities. However, nearly all the 500 securities 
companies and agencies are directly or indirectly con- 
nected with the bank. Therefore, the rectification of 
securities companies and agencies usually becomes a 
mere formality. 


These measures dwelled upon the use of foreign capital 
in buying and selling A-shares. I believe that the practice 
to establish a fund management company in the form of 
a Sino-foreign joint venture to control stocks and other 
negotiable securities may be carried out more rapidly 
next year. We may need to carry out limited experiments 
in permitting foreign capital to directly buy and sell 
A-shares, because this involves the issue of conditional 
(limited) convertibility of the Renminbi in the capital 
account. 


In the series of measures to improve the stock market 
recently announced by the China Securities Supervision 
and Control Commission, the most pioneering one is to 
permit foreign capital to directly invest in A-shares. 


To permit foreign capital to directly invest in buying and 
selling A-shares means a breakthrough for the conver- 
sion of the Renminbi in the capital account. 


As of now, foreign-funded enterprises use their capital in 
foreign exchange to make direct investment in China’s 
industries. Their legitimate profits in Renminbi can be 
converted into foreign exchange and remitted out of 
China. The capital and profits of investments in B-shares 
bought with foreign capital may also be remitted out of 
China freely. In view of the fact that the buying and 
selling of B-shares with foreign capital does not involve 
actual convertibility between Renminbi and foreign cur- 
rency, the permission for the use of foreign capital to 
directly buy and sell A-shares will set a precedent for the 
conversion of Renminbi into foreign currency in China’s 
capital as a result of the introduction of foreign capital in 
China’s financial market. 


Right now, we assume that we permit the use of foreign 
capital to buy and sell A-shares in the form of a relatively 
long-term close-end fund (five to seven years). This will 
serve to control the flow of foreign capital into the 
A-share market as well as the amount of foreign capital 
to be converted into Renminbi within a certain period to 
buy and sell A-shares. However, the capital and profits of 
this type of fund used to buy and sell A-shares must be 
allowed to be converted into foreign currency and freely 
remitted out of China. In view of the fact that the 
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circulation of capital in the stock market is much faster 
than that in the industrial circles, the use of foreign 
capital to directly invest in A-shares will make it much 
easier to convert the Renminbi in China’s capital 
account into foreign currency under certain conditions. 


To allow investors to directly buy and sell A-shares with 
foreign capital means that the A-share market and B- 
share market which are now separated in China will be 
Officially linked and unified (merged). 


As of now, A-shares and B-shares are two separate 
market systems due to the fact that the Renminbi cannot 
be freely converted into foreign currency. At present 
some Chinese residents use different means to indirectly 
engage in buying and selling B-shares, while some over- 
seas investors (most of them are residents in Hong Kong 
and Macao) also employed various means to indirectly 
buy and sell A-shares so that A-shares and B-shares are 
actually linked to a certain extent. However, this practice 
is illegal. Furthermore most of them are individual 
investors, not institutional ones. Therefore, it is impos- 
sible to establish an obviously close relation between the 
two. This situation is manifested by the fact that the 
price fluctuations on the two markets are not of the same 
pattern. 


Once the foreign capital (institutional investors) legally 
enter the A-share market, they would naturally try to 
profit by means of “arbitrage” between A-shares and 
B-shares, and include these two types of Chinese shares 
(plus the H-shares and other “red-chip stocks” of the 
Chinese enterprises) into their investment list. More- 
over, the investors inside China may also engage in 
buying and selling B-shares by relying on their relations 
with foreign investors or entrusting foreign investors to 
handle transactions on the B-share market on their 
behalf. Thus, the separation between China’s A-shares 
and B-shares will officially come to an end. 


Once this situation prevails, the issue of unifying (merg- 
ing) A-shares with B-shares which was discussed several 
times in the investment circles at home and abroad in 
the past several years will become a reality just around 
the corner. It is no longer an empty talk. 


To permit the use of foreign capital to directly buy and 
sell A-shares provides foreign banks an opportunity to 
handle their businesses in Renminbi. 


Even if the Chinese authorities stipulate at the initial 
stage that those who use foreign capital to buy and sell 
A-shares must open a special or independent account in 
a bank in China (for example the Shanghai Branch of the 
Bank of China), they have no reason to forbid any 
foreign bank to open such accounts when more foreign 
capital is entering the A-share market. These kinds of 
accounts will involve conversion between foreign cur- 
rency and Renminbi, and help foreign banks expand 
their Renminbi businesses. 


After the China Securities Supervision and Control 
Commission put forward a series of policy measures to 
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improve the A-share market at the end of July, China 
revealed in August that the “Provision on Issuance of 
Stocks Listed in China for Foreign Buyers by Limited 
Liability Companies” (draft) has been endorsed by the 
relevant State Council department and will be promul- 
gated within a short period. 


This provision renames B-shares to “stocks listed in 
China for foreign buyers” and limits the total amount of 
capital of the stocks for foreign buyers (B-shares) to not 
more than 35 percent of the company’s total capital. This 
shows that the Chinese authorities still regard foreign 
capital as the major investor of the B-shares. Moreover, 
they seek to prevent foreign investors from becoming the 
proprietors of the Chinese enterprise which issues the 


What attracts the attention of the people is the fact that 
the aforementioned “provision” has extended the list of 
prospective buyers of the B-shares to include those 
residents in China who have saving deposits in foreign 
currency. That is, it changes the wishes expressed by the 
investors at home and abroad in the past several years 
into an official stipulation of the Chinese authorities and 
legalizes what some of the Chinese residents have been 
actually doing in recent years. 


I personally wish to comment on the new provision of 
the Chinese authorities as follows: 


1) The Chinese authorities have realized that B-shares 
are not as attractive as H-shares to foreign capital. 
However, China still needs to open up more channels to 
attract foreign investors in order to develop its economy. 
Therefore, the Chinese authorities still try hard to 
improve the B-share market instead of letting the B- 
share market wither. 


In addition to the fact that the new provision will permit 
some of the Chinese residents to buy and sell B-shares 
and try to expand the B-share market, the Chinese 
Securities Supervision and Control Commission also 
plans to permit companies in provinces and cities other 
than Shanghai and Shenzhen to issue B-shares and 
stipulates that at the end of the year prior to the issuance 
of its B-shares, a company must meet the following 
requirements: Its net assets must be over 30 percent of 
the total assets, and its intangible assets must exceed 20 
percent of the net assets; It must be able to pay stock 
dividends with its profits made in the past three years, 
and its expected rate of profit is at least equivalent to the 
bank deposit interest rate. All this is aimed at increasing 
the supply of B-shares on the market and insuring the 
quality of those companies which issue the B-shares in 
an — to attract more foreign investors to the B-share 
market. 


2) Changing the name of B-shares into “stocks listed in 
China for foreign buyers” shows that the Chinese author- 
ities will still restrict, to a certain extent, the number of 
Chinese residents from entering the B-share market. 
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The large amount of Chinese residents’ saving deposits 
in foreign currency totaling US$20 billion may be per- 
mitted to invest in the B-share market. This amount is 
the foreign exchange abroad earned by Chinese residents 
and the remittance in foreign currency from overseas. 
According to China’s existing Regulations on Foreign 
Exchange Control, this part of foreign exchange can be 
deposited in a foreign exchange account in a designated 
bank and withdrawn at any time. Therefore, the permis- 
sion of this part of foreign exchange to enter the B-share 
market will not affect the stability of the foreign 
exchange control system. Nor will it have a direct impact 
on China’s foreign exchange reserve. The question is 
whether this part of Chinese residents’ saving deposits in 
foreign currency is a component part of the supply of 
foreign exchange to the Foreign Exchange Regulation 
Center. Thus, if a large portion of this foreign exchange 
flows into the B-share market, it will affect the supply of 
= foreign exchange to the Foreign Exchange Regulation 
ter. 


3) The permission of some Chinese residents to enter the 
B-share market and of foreign investors to enter the 
A-share market will speed up the unification (merger) of 
A-shares and B-shares. 


To open up the A-share market and the B-share market 
to foreign and domestic buyers separately will inevitably 
bring about arbitrage dealings between A-shares and 
B-shares. This kind of dealings will not only accelerate 
the flow of capital between the A-share market and the 
B-share market, but also make the prices of the A-shares 
equivalent to those of the B-shares issued by the same 


company. 


4) The aforementioned measures adopted by the Chinese 
authorities will also bring about arbitrage dealings 
between A-shares and H-shares, and exert the same 
pressure on the A-shares and H-shares issued by the 
same company. 


Once the Chinese authorities allow some residents in 
China to enter the B-share market, it would be difficult 
for the authorities to prevent those residents from 
entering the H-share market in a roundabout way. Some 
relatively well-off investors have already personally trav- 
elled back and forth between China’s inland areas and 
Hong Kong, and directly bought and sold H-shares and 
Hong Kong stocks in Hong Kong. As a result, this 
practice not only accelerates integration between A-share 
market and the B-share market within China but also 
promotes the integration between the stock market in 
China and that in Hong Kong. 


5) China’s stock market will witness a two-way move- 
ment. The entry of foreign capital into the A-share 
market and Chinese residents’ entry into the B-share 
market will induce a two-way movement. That is, enter- 
prises with Chinese investment will list their stocks 
(H-shares) abroad, while foreign-funded enterprises list 
their stocks inside China. 
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Tactics and Suggestions on Investing in China’s Stock 
Market 


In light of the fact that the permission of foreign capital 
to directly invest in A-share markets will create a major 
impact on China’s foreign exchange control, on the 
structure of the securities market and on how wide this 
market should be open to the outside world, the Chinese 
authorities will carry out experiments more prudently at 
the initial stage. Particularly during the second half of 
1994 or even in the first half of 1995, China will attach 
importance to curbing inflation. This calls for efforts to 
maintain stability in its foreign exchange rate. Therefore, 
it will be difficult to let more Renminbi in the capital 
account be convertible into foreign currency. 


As for foreign securities dealers and institutional inves- 
tors, they will evaluate this new policy measure adopted 
by the China Securities Supervision and Control Com- 
mission from the following two aspects: (1) Prospects on 
China’s A-shares; (2) Trend of Renminbi rate of 
exchange. 


With the lack of tools for arbitrage and hedging in 
China’s stock market, foreign investors have to take into 
consideration the risk in making direct investment in 
A-shares, unless the A-share and B-share markets are 
always bullish in the next few years. 


Since the unification of the exchange rate system at the 
beginning of this year, the renminbi has remained gen- 
erally stable and strong against the U.S. and Hong Kong 
dollars. I do not think that the renminbi can be main- 
tained at the present level in the next five to seven years. 
As long as the Renminbi gradually becomes freely con- 
vertible, there will be fluctuations in the rate of 
exchange. As a matter of fact, the renminbi exchange rate 
system announced by the Chinese authorities is a con- 
trolled flexible exchange rate system, not an adjustable 
fixed exchange rate system. However, as long as China’s 
political situation is not violently turbulent and its 
economy not in a serious crisis, China will be able to 
maintain a balance of international payments and pre- 
vent the Renminbi from constantly dropping in value. 
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Generally speaking, as long as the Chinese authorities 
guarantee that foreign investors’ money invested in the 
A-share market can be freely remitted out of China, the 
forecast on the fluctuation on A-share prices and on the 
Renminbi rate of exchange will become a touchstone for 
fund management. The risk involved in this will not be 
higher than the investment in any other newly devel- 
oping stock market. In view of the fact that right now, 
various “hedging funds” are vying with one another in 
making high-risk investments, the risk in investing in 
China’s A-share market is not necessarily higher than 
that in investing in any mature stock market. 


I suggest that in evaluating the policy of the China 
Securities Supervision and Control Commission in per- 
mitting foreign capital to enter China’s A-share market, 
foreign investors should also take into consideration the 
following two factors: 


1) According to what I know, the relevant department in 
China is studying the issue of whether or not foreign- 
funded companies should be allowed to float their 
stocks on the stock market in China. Those foreign- 
funded securities dealers and institutional investors 
who have entered China’s A-share market first will 
possibly be the ones who lead the others in handling 
the stocks of the foreign-funded companies listed in 
China. 


2) It is true that China’s securities market is relatively 
new, but it has rapidly developed in the past two to 
three years. For example, the permission of foreign 
investors to buy and sell A-shares—a practice 
regarded as a taboo only several months ago—will 
soon become a reality. This proves that the develop- 
ment of China’s stock market is extremely rapid. It is 
completely conceivable that once foreign investors 
enter China’s A-share market and once A-shares 
begin to gradually link up with B-shares, there will 
emerge new products on China’s stock market 
including tools for those prudent investors to carry 
out their “hedging” activities. 
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Sep Light Industrial Output Value By Area 
yoy 13494 Beijing CEI Database in English 


[FBIS Transcribed Text] Beijing (CEIS)}—Following isa in September 1994, released by the State Statistical 
list of the light industrial output value by area ih China Bureau: 





































































































(Unit: 100 millien yuan) 

Area 9/94 9/93 percent change over 9/93 
Total 1776.32 1363.33 30.3 
Beijing 41.22 31.54 30.7 
Tianjin 38.90 29.00 30.1 
Hebei $3.61 43.52 23.2 
Shanxi 11.05 10.07 9.7 
Inner Mongolia 11.77 9.74 20.8 
Liaoning $2.20 44.81 16.5 
Jilin 22.09 18.65 18.4 
Heilongjiang 25.77 21.95 17.4 
Shanghai 119.35 99.02 20.5 
Jiangsu 282.49 203.21 39.0 
Zhejiang 189.66 142.19 33.4 
Anhui $8.21 40.83 42.6 
Fujian $9.84 45.08 32.7 
Jiangxi 29.70 22.18 33.9 
Shandong 175.56 125.73 38.7 
Henan 64.68 48.88 32.3 
Hubei 65.88 47.23 39.5 
Hunan 35.42 30.99 14.3 
Guangdong 262.71 204.57 28.4 
Guangxi 26.92 21.56 24.9 
Hainan 4.29 3.26 31.6 
Sichuan 69.24 $5.53 24.7 
Guizhou 8.95 7.27 23.1 
Yunnan 22.57 18.58 21.5 
Tibet 0.09 0.09 . 
Shaanxi 18.98 16.70 13.7 
Gansu 7.58 6.69 13.3 
Qinghai 1.86 1.69 10.1 
Ningxia 1.98 1.75 13.1 
Xinjiang 13.75 10.12 35.9 
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Sep Industrial Output Value By Area 


HK2010112894 Beijing CEI Database in English 
20 Oct 94 
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(FBIS Transcribed Text] Beijing (CEIS)—Following isa in September 1994 released by the State Statistical 


list showing the industrial output value by area in China = Bureau: 





































































































(Unit: 100 millien yean) 

Area 9/94 9/93 percentage change over 9/93 
National total 3662.74 2908.00 26.0 
Beijing 106.31 83.58 27.2 
Tianjin 86.44 71.33 21.2 
Hebei 131.76 111.96 17.7 
Shanxi $7.42 49.83 15.2 
Inner Mongolia 31.58 27.87 14.5 
Liaoning 188.23 165.66 13.6 
Jilin 67.14 55.84 20.2 
Heilongjiang 80.96 76.30 6.1 
Shanghai 249.13 216.14 15.3 
Jiangsu $43.50 389.85 39.4 
Zhejiang 286.41 217.94 31.4 
Anhui 111.99 79.20 41.4 
Fujian 93.59 72.36 29.3 
Jiangxi 64.49 49.98 29.0 
Shandong 343.84 253.07 35.0 
Henan 136.74 145.41 24.3 
Hubei 148.87 115.19 29.2 
Hunan 84.62 77.28 9.5 
Guangdong 400.40 309.84 29.2 
Guangxi $8.13 47.86 21.5 
Hainan 6.50 5.48 18.6 
Sichuan 180.69 145.41 24.3 
Guizhou 26.75 23.94 11.7 
Yunnan 45.46 37.95 19.8 
Tibet 0.38 0.36 5.6 
Shaanxi $3.48 48.78 9.6 
Gansu 34.78 30.70 13.3 
Qinghai 6.69 6.44 3.9 
Ningxia 9.04 8.03 12.6 
Xinjiang 27.42 23.26 17.9 














Note: Industrial output value in 1994 is measured in 1990's constant yuan. 
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Measures on Rural Enterprise Asset Management 
95CE0023A Beijing NONGMIN RIBAO in Chinese 
1 Sep 94 p 3 


[FBIS Translated Text] Chapter 1: General Regulations 


Article 1: In accordance with “People’s Republic of 
China Enterprise Regulations for the Rural Collective 
Ownership System” and relevant laws, regulations, and 
policy rulings, these measures are specially drafted in 
order to enhance asset management of rural enterprises; 
accurately and reasonably assess magnitude of value of 
rural enterprise capital; clarify property rights; safeguard 
the legal interests of asset holders, operators, and users; 
promote standardization of assessment and management 
of rural enterprise assets. 


Article 2: These measures are applicabie to all asset 
assessment for rural enterprises run by townships [xiang 
or zhen], villages (including village people’s groups), 
joint households (including stock cooperatives), and 
households (including privately run), except where deter- 
mined by other laws and regulations. 


Article 3: Rural enterprise asset assessment, on the basis 
national laws, regulations, relevant policies and operational 
rules, and adhering to objective, impartial, true, reasonable, 
scientific and comprehensive principles, applies designated 
methods in accordance with predetermined goals in order to 
produce evaluations and price estimates for asset values of 
assessments commissioned by enterprises. 


Article 4: Rural enterprises must implement asset assess- 
ment in the event of the following circumstances: 1) 
Reorganization into a shareholding system or stock coop- 
erative; 2) use of stock form for [share-conversion and 
quantization] or [share-conversion and sale] of inventoried 
assets; 3) termination and liquidation of an enterprise; 4) 
implementation of contracting, rental, merger, auction, 
transfer, mortgage, and economic guarantee; 5) initiation 
of a joint venture or cooperatively operated enterprise with 
a state-owned company, enterprise, or other economic 
organization; 6) initiation of a foreign joint venture enter- 
prise or foreign cooperative enterprise with a foreign 
company, enterprise, or individual; 7) other circumstances 
in which concerned parties in a shift of property rights 
deem necessary an assessment of assets; 8) other circum- 
stances in which the department in charge, in accordance 
with relevant national regulations, deems necessary an 
assessment of assets. 


Article 5: The scope of rural enterprise asset assessment 
covers: floating assets, long-term investments, fixed 
assets, deferred assets, invisible assets, and other assets. 


Chapter 2: Organizational Management 


Article 6: All levels of administrative departments in charge 
of rural enterprise are responsible for the organization, 
guidance, management, supervision, coordination and ser- 
vice work of rural enterprise asset assessment. 
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Article 7: Qualification certification management will be 
carried out for agencies and personnel performing rural 
enterprise asset assessment. 


Article 8: Rural enterprises that commission asset assess- 
ment agencies to perform asset management must 
actively accommodate asset assessment work by accu- 
rately informing them of the relevant circumstances and 
by providing relevant information. Asset assessment 
agencies shall maintain confidentiality of the relevant 
circumstances and information provided by the enter- 
prises, and maintain close ties with the administrative 
departments in charge of rural enterprise while reporting 
in a timely manner work progress and extant problems. 


Article 9: The reports on asset assessment results pro- 
duced by asset assessment agencies are impartial docu- 
ments providing actual values of assets, and the asset 
assessment agencies and assessing personnel are respon- 
sible for the veracity and legality of the contents of the 
reports on asset assessment results. 


Article 10: Direct conflicts of interest between asset 
assessment personnel and commissioned enterprises 
shall be avoided. 


Article 11: Asset assessment agencies will carry out 
[solvency services]. Substantive fee collection standards 
will be jointly formulated with local commodity pricing 
departments by the administrative departments in 
charge of rural enterprise in each province, autonomous 
region, directly-administered metropolis, and [planned 
uniserial city]. 


Chapter 3: Assessment Procedures 


Article 12: Rural enterprise asset assessment is to be 
performed according to the following procedures: 1) 
Reporting [itemizations]. Enterprises performing asset 
assessment must submit to the local administrative 
departments in charge of rural enterprise [itemized] 
application reports on asset assessment appended with 
property listings, relevant accounting forms and like 
information. Administrative departments in charge of 
rural enterprises shall within ten days of receiving [item- 
ized] application reports perform an examination, make 
a decision as to whether or not to approve the asset 
assessment [itemization], and notify the applicant enter- 
prise. 2) Commissioning assessments. An applicant 
enterprise may sign a commission contract or power of 
attorney with an asset assessment agency only after 
receiving the approved asset assessment [itemization] 
notification. Upon being commissioned, the asset assess- 
ment agency shall be in full consultation with the enter- 
prise and the administrative department in charge of 
rural enterprise and formulate an implementation pro- 
gram before it may carry out the asset assessment. 3) 
Asset checking. Prior to implementing asset assessment, 
enterprises shall perform a comprehensive check of their 
assets, credits, and liabilities, verify that asset records are 
factual, that operational achievements are truthful, and 
that documents approving all varieties of credit rights 
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are complete and valid. A listing of assessed property is 
to be filled out. 4) Evaluation and estimates. The asset 
assessment agency commissioned by the enterprise, on 
the basis of the asset checking information provided by 
the commissioning enterprise and in accord with the 
regulations in these measures, will make an assessment 
of the commissioning enterprise’s assets, credit, and 
liabilities, and will perform an evaluation and estimate 
of the value of its assessed assets, and will provide the 
commissioning enterprise with a report on asset assess- 
ment results. 5) Verification and confirmation. After 
receiving the asset assessment agency’s report on asset 
assessment results, the commissioning enterprise will for 
purposes of confirmation make a report to the adminis- 
trative department in charge of rural enterprise. The 
administrative department in charge of rural enterprise 
shall perform verification and confirmation in a timely 
manner, and issue an asset assessment minimum price 
confirmation notification. 


Article 13: If the commissioning enterprise challenges 
the asset assessment minimum price confirmation noti- 
fication, it may for coordination and resolution apply to 
a higher level administrative department in charge of 
rural enterprise. 


Article 14: After receiving the asset assessment min- 
imum price confirmation notification, the commis- 
sioning enterprise shall rework its accounts on the basis 
of rural enterprise finance and accounting systems, and 
the relevant national regulations. 


Article 15: The report on asset assessment results shall in 
general include the following: 1) The reasons, goals, 
scope, and assessment base day of the asset assessment; 
2) the basis of the assessment work as well as the 
principles and methods of setting prices; 3) asset assess- 
ment results; 4) the enterprise’s post-assessment asset 
and liability situation; 5) An appendix (including: 1) a 
detailed listing of all varieties of asset assessment; 2) an 
explanation of the post-assessment asset fluctuation sit- 
uation; 3) the signatures of the assessment personal; 4) a 
photocopy of the assessment agency’s certification). 


Chapter 4: Assessment Methods 


Article 16: The reassessed value of the rural enterprise 
' assets is to be evaluated on the basis of such factors as 
original value of assets, net value, [degree of oldness], 
replacement cost, and profitability, and on the basis of 
the asset assessment methods stipulated in these 
measures. 


Article 17: Rural enterprise asset assessment may in 
general make use of the following methods: 1) Profit 
present-value method. The current value of assets is to 
be calculated on the basis of reasonable anticipated 
profitability and an appropriate rate of cash convert- 
ibility of the assessed assets, which are to be used to 
evaluate the value of the reassessed assets. 2) Replace- 
ment cost method. The asset reassessment value is to be 
evaluated on the basis of the replacement cost in the 
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current all-new circumstances, minus the accumulated 
depreciation by number of years of use as calculated by 
the replacement cost, taking into consideration factors 
such as the change in function of the assets; or the asset 
reassessment value is to be evaluated on the basis of the 
number of years of use of the assessed assets, taking into 
consideration such factors as the change in function of 
the assets and reconfirming the [rate of renovation]. 3) 
Current market value method. While using this method 
to perform asset assessment one shall evaluate asset 
reassessment value in reference to market prices of the 
same or similar assets on the market. 4) Liquidation 
price method. The reassessed assets are to be evaluated 
on the basis of the realizable value of the assessed 
enterprise’s assets at the time of their liquidation. (5) 
Other assessment methods as approved by the adminis- 
trative departments in charge of rural enterprise. 


Article 18: The reassessed value of the assessment of 
floating assets such as raw materials, [goods under pro- 
duction], semi-finished goods, cooperatively produced 
items, merchandise in stock, and low-value disposable 
goods shall be evaluated on the basis of the current 
market price for said assets, taking into consideration 
such factors as purchasing expenses, degree of manufac- 
ture (completion) of product, and losses. 


Article 19: Book value (actual) is to be taken directly as 
the reassessment value for cash and bank deposits in 
floating assets, among which the reassessment value for 
foreign exchange deposits and stored foreign exchange 
reserves are to be confirmed in terms of Renminbi 
according to the quoted national foreign exchange price 
on the assessment base day. 


Article 20: The reassessment value for receivables among 
floating assets shall be evaluated on the basis of book 
value, taking into consideration such factors as losses. 


Article 21: The reassessment value of National Treasury 
bonds, bonds, stocks and other securities is to be evalu- 
ated in reference to market value. For those without 
market value, reassessment value is to be evaluated 
taking into consideration such factors as face value and 
anticipated return. 


Article 22: Book value shall in general be used as 
reassessment value for assessment of deferred assets. 


Article 23: Reassessment value of invisible assets that 
have been purchased by the enterprise from other units 
is to be evaluated on the basis of purchasing cost and 
profitability of said assets: reassessment value of invis- 
ible assets created or owned by the enterprise itself is to 
be evaluated on the basis of their actual cost by [time 
required for formation] and the profitability of said 
assets; reassessment value for invisible assets created or 
owned by the enterprise that are not of [independently 
calculated cost] is to be evaluated on the basis of the 
profitability of said assets. 
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or colludes for purposes of fraud, with the result that the 
asset assessment results are inaccurate, the administrative 
department in charge of rural enterprise may announce the 
annulment of the asset assessment results and trace respon- 
sibility to the person or persons directly or primarily 
accountable; where the law has been violated the judicial 
departments will determine criminal responsibility. 


Article 26. The administrative department in charge of 
rural enterprise may announce the annulment of the 
asset assessment results if the asset assessment organ or 
personnel engage in any of the following behavior. Based 
on the situation, a warning and a time period for 
rectification will be issued, and assestment certificate 
withdrawn. Where the law has been violated the judicial 
departments will determine criminal responsibility: 

1) Violations of these measures in terms of the commis- 
sioning enterprise’s collusion for purposes of fraud with 
the result that the asset assessment results are inaccurate 
include: 2) the use of professional functions for personal 
profit; 3) dereliction of duty resulting in major losses of 
national, collective, or the people’s property; 4) leaking 
to other parties of confidential circumstances or infor- 
mation concerning the commissioning enterprise. 
Chapter 6: Supplementary Articles 


Article 27: All asset assessment of enterprises under the 
direct jurisdiction of the administrative authorities in 
charge of rural enterprise is to be performed according to 
these measures. 


Article 28: Administrative departments in charge of rural 
enterprise in each province, autonomous region, 
directly-administered metropolis, and [planned uniserial 
city] may on the basis of these measures draft implemen- 
tation bylaws and report for the record to the Rural 
Enterprise Bureau of the Ministry of Agriculture. 


Article 29: Responsibility for the interpretation of these 
measures rests with the Rural Enterprise Bureau of the 
Ministry of Agriculture. 


Article 30: These measures go into effect from the day of 
their announcement. 


Agriculture 


Study on Rural Labor Migration 
95CE0019A ZHONGGUO NONGCUN JINGJI [CHINA'S 
RURAL ECONOMY] in Chinese No 8, 20 Aug 94 pp 10-14 


[Article by Li Fan (2621 3879) and Han Xiaoyun (7281 
2556 5089), Rural Development Institute, Chinese 
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Academy of Social Sciences: “Age Groups and Educational 


Composition of Peasants Leaving for Nonagricultural 
Work—Studies of Rural Labor Migration”] 


[20 Aug, pp 10-14] 


{[FBIS Translated Text] Since the latter years of the 
1980's, large numbers of rural workers have left the land 
and poured into the economically developed regions and 
cities in search of new employment opportunities, thus 
forming a large-scale movement of rural labor into the 
cities and to nonagricultural production. This daily 
growing large-scale exodus of manpower from the rural 
areas — = become a burning issue that has attracted 
closest attention among government departments and 
among all the various sectors of society. The movement 
is substantially affecting China’s urban economy and the 
livelihood of the urban population, and has also had an 
enormous impact on the further development of the 
rural economy and on efforts to raise peasant incomes. 
As to its future outlook, this migratory trend will last for 
quite a few more years, and it has therefore become 
necessary to thoroughly study the quantitative extent of 
this migration of rural manpower, to explore the eco- 
nomic causes for it, to analyze its regional spread, as well 
as the characteristics of employment patterns, incomes, 
and consumption involved in it, so that we may gain full 
information of the movement in its impact on the 
development of China’s rural economy and the economy 
of China’s urban society. With this need in mind, the 
present article intends to place emphasis on the study of 
the phenomenon itself, i.e. the migration of rural man- 
power, intends to explore the various characteristics of 
the movement, based on the data of a sample survey, and 
intends, furthermore, to analyze the impact the move- 
ment will engender, especially on the rural economy and 
on the living standard of the peasants. The present 
article is the first installment of a series of reports 
resulting from these studies. 


To obtain reliable data on the movements of rural 
manpower, and to raise the quality and scientific nature 
of this research, we have closely cooperated with the 
Information Department of the Agricultural Bank of 
China, and have fully utilized the sampling survey orga- 
nization of the Agricultural Bank of China. From 
December of 1993 to January of 1994, the said sample 
survey was conducted in 442 counties in the nation’s 26 
provinces, centrally controlled municipalities, and 
autonomous regions (not including Heilongjiang, 
Shanghai, Tibet, and Taiwan), and had 
effectively surveyed 12,673 peasant households. 


In accordance with the demands posed by the diverse 
nature of sample surveying, the present survey adopted 
in its scope and as its objects various counties with 
different conditions and of different levels of economic 
development in these various provinces, and in each 
county chose about 30 peasant households with different 
incomes. The survey covered the income levels of the 
peasant households, the composition of their members, 
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their age groups, the educational level of those moving 
out for work elsewhere, the scope of such movements, 
the frequency of such movements (times of restraints), 
the kinds of trades where work is taken up, what income 
is earned from such work, what consumption was 
caused, and what contribution was made to the income 
of the households concerned. The material and data 
gathered in this survey have therefore provided substan- 
tial quantitative data for our exploration and analysis of 
the whole manpower migration issue in the rural areas. 


1. Sample Survey of Fundamental Conditions of Man- 
power Movements Among Rural Households 


The present survey involved 12,673 peasant households 
with a total membership of 59,703 heads, the labor force 
of these households was 32,721 persons, average income 
of households was 6,774.9 yuan, the total number of 
people that moved out for work elsewhere was 3,603 
persons, which was 6.03 percent of the total population. 
The number of the labor force that had moved out for 
work elsewhere and of the half-time labor force 
amounted to 3,488 persons, which was 10.7 percent of 
the total labor force and 96.8 percent of the number of 
persons having moved out to work elsewhere. The 
average age of those that have moved out was 31.1 years. 
The educational level of the labor force that had moved 
out was: only six persons with college and higher educa- 
tion, accounting for 1.7 per thousand; 509 persons with 
higher middle school education, accounting for 14.1 
percent; 1,830 persons with lower middle school educa- 
tion, accounting for 50.8 percent; 769 persons with 
primary school education, accounting for 22.1 percent; 
107 semiliterate persons, accounting for 3 percent; and 
116 illiterate persons, accounting for 3.2 percent. 


Because of the very unequal economic development in 
the different economic regions of East, Central, and 
West China, there are also great differences in the 
characteristics of the rural manpower migration. In the 
following, the fundamental state of the rural manpower 
migration is given, statistically separated as to eastern, 
central, and western economic zones. Table 1 shows 
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these basic conditions of labor migration. The data 
reveal that the average household income is highest in 
the eastern economic zone, reaching 7,867.98 yuan, or 
117.5 percent of the average household income of all 
households surveyed. There is little difference between 
average household incomes in the central and western 
zones. The western economic zone shows the lowest 
average income, namely 5,685.72 yuan, which is 84.96 
percent of the average household income of all house- 
holds surveyed. 





Table 1: Basic Figures for Households Surveyed 




















Zones Eastern Zone | Central Zone Western 
Zone 

No of Households 5,353 4,366 2,956 

No of Persons 24,120 19,868 15,715 

Labor Force 14,088 10,408 8,225 

(persons) 

Average Household 7,867.98 §,933.20 $,685.72 

Income(yuan) 

Left for Work 1,009 1,491 1,103 

Elsewhere(persons) 














2. Age Groups and Educational Composition of Labor 
Force Moving Out From Villages To Work Elsewhere 


The educational quality of the labor force has much 
influence on the distances travelled, the trades followed, 
and the incomes earned by those emigrating for work 
elsewhere. According to the survey, most of the emi- 
grating labor force were of the 18-30 years age group (see 
table 2), whose regional proportions within the total 
labor forces were: 16.6 percent in the eastern economic 
zone, 22.9 percent in the central economic zone, and 18 
percent in the western economic zone. Male-to-female 
proportions were: 3.5:1 in the eastern economic zone, 
4:1 in the central economic zone, and 6:1 in the western 
economic zone. Moreover, a larger proportion of man- 
power left for work elsewhere in the less developed 
central and eastern zones, and these were not only the 
young and strong, but even those semi-capable or com- 
pletely incapable of physical labor. 





Table 2: Age Groups of Labor Force Moving Out From Villages in the Three Economic Zones To Work Elsewhere 


























(Unit: Persons) 
Males Under 16 yrs 16-17 yrs 18-30 yrs 31-40 yrs 41-50 yrs 51-60 yrs Over 60 yrs 
Eastern Zone 1 7 420 224 111 17 1 
Central Zone 7 19 594 330 168 49 7 
Western Zone 6 8 $25 245 126 19 2 
Females Under 16 yrs 16-17 yrs 18-30 yrs 31-40 yrs 41-45 yrs 45-55 yrs Over 55 yrs 
Eastern Zone 0 i 166 24 5 3 2 
Central Zone 9 9 214 32 13 3 0 
Western Zone 2 10 110 20 5 1 1 


























1) The Eastern Economic Zone. Among the male man- 
power of the Eastern Economic Zone leaving for work 


elsewhere the largest proportion have had junior middle 
school education, namely 60.6 percent; 18.7 percent 
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have had senior middle school education, and only 6.4 
per thousand had been illiterate (see table 3). Of those 
fully capable of physical labor in the 18-50 years age 
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group, 58.9 percent have had junior middie school 
education, 18.7 percent have had senior middle school 
education, and only 6.4 per thousand had been illiterate. 





Table 3 Educational Composition of Labor Force in the Eastern Economic Zone Emigrating to Work Elsewhere 


















































(Unit: Persons) 
Males Under 16 yrs 16-17 yrs 18-30 yrs 31-40 yrs 41-50 yrs 51-60 yrs Over 60 yrs 
Illiterates 0 0 3 1 1 0 0 
Semiliterates 0 0 4 3 3 0 0 
Primary School 1 3 49 46 39 8 1 
Junior Middle School 0 4 280 122 58 9 0 
Senior Middle School 0 0 84 $2 10 0 0 
College 0 0 0 0 0 0 0 
Total 1 7 420 224 111 17 1 
Females Under 16 yrs 16-17 yrs 18-30 yrs 31-40 yrs 41-45 yrs 46-55 yrs Over 55 yrs 
Illiterates 0 0 0 0 0 0 0 
Semiliterates 0 0 1 1 1 | 0 
Primary School School 0 4 23 13 2 2 1 
Junior Middle School 0 6 11 7 1 0 1 
Senior Middle School 0 1 30 3 0 0 0 
College 0 0 1 0 1 0 0 
Total 0 il 166 24 5 3 2 


























Among the female labor force of the eastern economic 
zone emigrating to work elsewhere, 59.7 percent have 
had junior middle school education, 16.1 percent have 
had senior middle school education, 21.3 percent have 
had primary school education, and none had been illit- 
erate. Of those fully capable of physical labor in the 
18-45 years age group, 18 percent have had primary 
school education, 56.4 percent have had junior middle 
school education, 15.6 percent have had senior middle 
school education, and none had been illiterate. 


2) The Central Economic Zone. Among the male labor 
force in the central economic zone emigrating to work 
elsewhere, 56.8 percent have had junior middle school 
education; the proportions of those having had primary 
school and senior middle school education had been 22.5 
and 16.2 percent, respectively. The proportions of illit- 
erates and semiliterates had been 18.7 and 24.7 per 
thousand, respectively. As to those fully capable of 
physical work in the 18-50 years age group, 54.3 percent 
have had junior middle school education, 19.8 percent 
have had primary school education, 15.8 percent have 
had senior middle school education, and the proportions 
of illiterates and semiliterates had been 11.9 and 17.9 per 
thousand, respectively (see table 4). 


Among the female labor force emigrating in the central 
zone to work elsewhere, 63.9 percent have had junior 
middle school education, 18.9 percent have had primary 
school education, 15 percent have had senior middle 
school education, and 3.6 per thousand had been illit- 
erate. As to those fully capable of physical work in the 


18-45 years age group, 16.8 percent have had primary 
school education, 60.3 percent have had junior middle 
school education, 13.9 percent have had senior middle 
school education, and only 3.5 per thousand had been 
illiterate. 


3) The Western Economic Zone. Among the male labor 
force emigrating in the western economic zone to work 
elsewhere, 42.3 percent have had junior middle school 
education, 31.6 percent have had primary school educa- 
tion, 15.7 percent had been illiterate or semiliterate, and 
only 10.3 percent have had senior middle school educa- 
tion. Of those fully capable of physical work in the 18-50 
years age group, 41.6 percent have had junior middle 
school education, 30.5 percent have had primary school 
education, 14.3 percent had been illiterate or semiliter- 
ate, and 9.8 percent have had senior middle school 
education (see table 5). 


Among the female labor force emigrating in the western 
zone to work elsewhere, 51.7 percent have had junior 
middle school education, 26.8 percent have had primary 
school education, 12.1 percent have had senior middle 
school education, and 9.4 per thousand had been illit- 
erate or semiliterate. Of those fully capable of physical 
labor in the 18-45 years age group, 24.2 percent have had 
primary school education, 47 percent have had junior 
middle school education, 12.1 percent have had senior 
middle school education, and 4.7 percent had been 
illiterate. 
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Table 4: Educational Composition of Labor Force Moving Out in the Central Economic Zone to Werk Elsewhere 


















































(Unit: Persons) 
Males Under 16 yrs 16-17 yrs 18-38 yrs 31-40 yrs 41-58 yrs 51-60 yrs Over 68 yrs 
IMliterate 0 0 0 9 1! 
Semiliterate 0 2 5 9 7 0 
Primary School 2 6 115 69 49 19 4 
Junior Middle School 4 9 375 170 92 15 2 
Senior Middle School 1 2 99 71 1S 2 0 
College 0 0 0 2 0 0 
Total 7 19 594 330 168 49 7 
Females Under 16 yrs 16-17 yrs 18-30 yrs 31-40 yrs 41-45 yrs 46-55 yrs Over S5 yrs 
Illiterate 0 0 1 0 0 0 0 
Semiliterate 1 1 2 0 0 0 
Primary School 2 3 37 4 6 1 0 
Junior Middle School 5 4 144 19 6 H 0 
Senior Middle School 1 1 zit) 8 1 I 0 
College 0 0 0 1 0 0 0 
Total 9 4 214 32 13 3 0 





























Table 5: Educational Composition of Labor Force Moving Out of Villages in the Western Economic Zone To Work 


















































Elsewhere (Unit: Persons) 
Males Under 16 yrs 16-17 yrs 18-30 yrs 31-40 yrs 41-50 yrs 51-60 yrs Over 68 yrs 
Illiterate 1 1 28 28 20 4 0 
Semiliterate 0 1 28 13 16 5 1 
Primary School 1 4 146 81 $7 4 1 
Junior Middle School 1 2 262 98 27 4 0 
Senior Middle School 3 0 60 25 2 0 
College 0 0 1 0 0 0 
Total 6 8 $25 245 126 19 2 
Females Under 16 yrs 16-17 yrs 18-30 yrs 31-40 yrs 41-45 yrs 46-55 yrs Over 55 yrs 
Illiterate 1 0 3 3 1 1 1 
Semiliterate 0 0 4 0 0 0 0 
Primary School 0 4 24 9 3 0 0 
Junior Middle School 1 6 65 4 1 0 0 
Senior Middle School 0 0 14 4 0 0 0 
College 0 0 0 0 0 0 0 
Total 2 10 110 20 5 1 1 
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3. Brief Summary 
The above analysis of age groups and educational com- 
position of people moving out from their villages to work 


First, among all who made such moves to work elsewhere 
those in the eastern economic zone are of the highest 
decline as we follow this migration of workers from east 
to west, reaching its lowest level among the labor force of 
the west. Looking at the education received by them, we 
see that of those that had attended junior middle school, 
there were 39.42 percent in the eastern zone, 35.79 
percent in the central zone, and 30.29 percent in the 
western zone, always in relation to the total number 
(including those incapable of physical labor) having 
moved out from their villages to work elsewhere. As to 
illiterates in the different economic zones, they were 
least in the eastern zone with 5 per thousand. In the 
central zone they were 15.8 per thousand, and in the 
western zone they were at the highest rate, namely 85.2 
per thousand. 


Second, in the gender ratio among those leaving their 
villages to work elsewhere, there is also this successive 
decline in the proportion of women as we move from 
east to west. The proportion of women is highest in the 
eastern zone and lowest in the western zone. The men- 
to-women ratio in the three zones were: 3.5:1 in the 
eastern zone, 4:1 in the central zone, and 6:1 in the 
western zone. 


Third, although there were these differences in distribu- 
tions between the two kinds of zones, and also differ- 
ences in the economic conditions of the different zones, 
there was no conspicuous regional difference in the age 
structure of those moving out from their villages to work 
elsewhere, as most of those who made the move had been 
young and physically strong members of the labor force. 
Looking at those of the 18-30 years age group, we see 
they account for 53.78 percent in the eastern zone, for 
50.6 percent in the central zone, and 56.39 percent in the 
western zone. Looking at the age groups of women 
moving out to work elsewhere, we see that 78.67 percent 
are young and physically strong members of the labor 
force in the 18-30 years age group in the eastern zone, 
76.43 percent in the central zone, and 73.83 percent in 
the western zone. On the other hand, it is only a small 
proportion of female members of the labor force in the 
31-40 years age group that is moving out to work 
elsewhere, namely 13.74 percent in the eastern zone, 
16.07 percent in the central zone, and 16.78 percent in 
the western zone. 
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Fourth, looking at the proportion of the labor force 
(semi-labor force) moving out to work elsewhere within 
the total labor force of the region concerned, we see that 
this proportion is largest in the central zone, while there 
is not much difference between the western zone and the 
central zone. On the other hand, this proportion in the 
eastern zone is only about half of that of the central zone. 
In the eastern zone, the total number of those moving 
out to work elsewhere accounts for 71.6 per thousand of 
its total labor force; in the central zone it is 143.26 per 
thousand, and in the western zone it is 134.1 per 
thousand. 


Authors’ Note: We wish to express here our thanks to 
Deng Yingtao [6772 5391 3221] and Xue Yuwei [5641 
3768 3555] who have contributed many valuable opin- 
ions during the writing of this article. 

[20 Sep, pp 31-35] 

[FBIS Translated Text] This article uses sampling survey 
data as a basis to describe and analyze the scale, range, 
length of sojourn, and destinations of migrating rural 
manpower in 1993. [Footnote: This survey was con- 
ducted jointly by the Chinese Academy of Social Science 
Rural Development Research Institute and the Informa- 
tion Department of the Chinese Bank of Agriculture. ] 


1. Rural Manpower Migration Nationwide 

According to the survey 3,603 people, or 6.03 percent of 
the total surveyed population, migrated to work. In 
1993, China’s rural population totaled 851.66 million. 
[Footnote: “Chinese Statistical Excerpts (1994).” Fur- 
ther quotations of statistics from this same source will 
not be attributed]. If a simple extrapolation is made from 
this total, nationwide an estimated 51,396,600 people 
left the countryside for employment elsewhere. This 
means that one out of every 8.6 members of the rural 
work force migrated to work elsewhere. 


Of the rural migrant workers surveyed, 77.8 percent 
went to work in cities and towns (See Table 1). This 

its the inference that nationwide approximately 
39,970,400 of rural migrant manpower went to work in 
cities and towns. Those who went to work within the 
same province numbered 71.1 percent. This permits the 
further extrapolation that a total of 36,532,500 of the 
migrant rural manpower in 1993 went to work in the 
same province. Those going to work in large and 
medium size cities (province directly administered 
municipalities and the capital cities of each province) 
numbered 23.7 percent. Thus, it is estimated that a total 
of 12,182,300 workers nationwide migrated from rural 
villages to large and medium size cities. According to the 
survey, the average sojourn of these migrant rural 
workers was 206.69 days. (See Table 2). 
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Table 1. Range of Movement of Personnel Within the Survey Going Elsewhere to Work (Units: Individuals) 

Same County Same Province Cities and Towns Large and Mediam Size Cities Abroad 
East China 287 669 827 287 7 
Central China 606 1,049 1,242 376 37 
West China 408 843 733 190 0 
Total 1,301 2,561 2,802 854 44 
Table 2. Status of Surveyed Rural Manpower Migrants 
Total Population Total Work Force Number of Working Migrants Migrant Worker Sojourn Period (Days) 

East China 24,120 14,088 1,009 224,297 
Central China 19,868 10,408 1,491 301,683 
West China 15,715 8,225 1,103 218,740 
Total 59,703 32,721 3,603 744,720 

















Below, the scale, range and destination of migration, and 
the period of sojourn of rural manpower in each of three 
economic regions—east China, central China, and west 
China—is described and analyzed. 


2. East China Economic Zone 


1. Migration Scale. Migrant workers among the population 
surveyed in the east China region numbered 1,009, i.e., 4.2 
percent of the surveyed rural population in east China 
were migrant workers. This is another way of saying that 
one out of every 24 people surveyed in the rural population 
of east China was a migrant worker. Therefore, on the 
basis of simple extrapolation, migrant workers ir the east 
China region totaled 13,133,400 in 1993. The migration 
rate for rural manpower in the east China region (total 
migrants in the east China region divided by total rural 
manpower in the region) was 8.5 percent, i.e., one out of 
every 11.5 members of the work force in the east China 
region was a migrant worker. 


2. Range of Migration. Among the migrant workers sur- 
veyed in east China, 28.4 percent worked in their home 
county, and 66.3 percent worked in their home province. 
Those working in cities and towns totaled 81.96 percent. 
Thus, one may infer that in 1993, 3,729,900 of the migrant 
manpower in the east China region worked in their home 
county, and 8,707,400 worked in their home province. The 
ratio of migrant workers working in their home county to 
those who migrated to nearby counties and cities in the 
same province was 1:1.3. 


3. Period of Sojourn. In 1993, the period of sojourn of 
migrant workers in the areas surveyed averaged 222.3 
days (See Table 2.) 


4. Destination of Rural Manpower Migration in the East 
China region. Among the migrant workers surveyed in the 


east China region, 27.1 percent migrated outside their 
home province, and 28.4 percent migrated to large and 
medium size cities. Extrapolation from these percentages 
shows that an estimated 3,729,900 rural migrant workers 
in the east China region migrated to large and medium size 
cities. In the east China region, migrants from other 
economic regions accounted for 30.4 percent of the 
migrant workers in the region who migrated outside their 
province of origin. (See Figure 1) Thus, 69.6 percent of the 
migrant manpower in the region came from other prov- 
inces in the same region. Of the rural manpower in the east 
China region that migrated outside the region, 21.2 per- 
cent migrated to the central region, 6.6 percent migrated to 
the western region, and 2.6 percent migrated abroad. The 
east China region received 86.04 percent of the rural 
manpower migrating to another region from the central 
and west China regions. 


To summarize the above, the migration of rurai manpower 
from the eastern region may be characterized as follows: 
66.3 percent of the rural migrant workers in the east China 
region migrated within their home province, and more than 
80 percent migrated into cities and towns. Among the 
migrant workers in the east China region who migrated out 
of their home province, most, i.e., 69.6 percent, migrated to 
another province in the same region, and 30.4 percent 
migrated out of the region. The main migration destinations 
of migrant workers in the east China region were coastal 
areas and economically developed large cities such as 
Guangdong, Shanghai, and Beijing. (See Table 3) These 
migrants accounted for 53.5 percent of migrants leaving 
their home province in the east China region. Therefore, 
Figure | shows the ratio between east China region migrant 
workers leaving the region to migrant workers entering the 
region to be approximately 1:5. 
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Table 3: Migration from Surveyed Areas of East China Region to Guangdong, Shanghai, and Beijing (Units: Individuals) 














Destination Tianjin Hebei Jiangsu | Zhejiang Fujian | Shandong | Guangxi Hainan Total 
Guangdong 3 g 6 3 30 13 63 
Shanghai 51 6 i 3 61 
Beijing 8 13 i 22 
































Figure 1. Diagram Showing Destinations of Migrant Workers Surveyed 
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Abroad To Eastern Region To Central Region To Western Region 
44 413 81 25 
Explanation: 3. Central Economic Zone 


1. Migration Scale. Migrant workers among the popula- 
tion surveyed in the central region numbered 7.5 percent 
: of the total surveyed population in the central region. 

.. = es ae oo ay ty This is another way of saying that one out of every 13 
ome people in the central economic zone was a migrant 

aah ree: toe te ny = oy worker. Therefore, on the basis of simple extrapolation, 
should be 1042, However, the actual number of Migrant workers in the central region totaled 22,783,800 
peasant households filling in the form who were million in 1993. The migration rate for rural manpower 
migrants from another province was 915, a 127 in the central China region was 15.9 percent, i.e., one out 


-. f every 6.3 members of the rural work force in the 
difference. This was because, when filling in the form, © 
some peasant households only filled in the number of central economic region was a migrant worker. 
migrant workers. They did not fill in every space. This 2. Range of Migration. Among the migrant workers 
article uses as its basis only the information that the _—_ surveyed in central China, 40.64 percent worked in their 
peasant households filled in. home county, and 70.36 percent worked in their home 


1. Arrows show direction of worker migration. 
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province. Those working in cities and towns totaled 83.3 
percent. Thus, one may infer that in 1993, approxi- 
mately 9,259,300 of the migrant manpower in the central 
region worked within their home county, and an esti- 
mated 16,030,700 worked in their home province. The 
ratio of migrant workers working in their home county to 
those who migrated to nearby counties and cities in the 
same province was 1:0.7. 


3. Period of Sojourn. In 1993, tne period of sojourn of 
migrant workers in the central region areas surveyed was 
202.34 days 


4. Destination of Rural Manpower Migration in the 
Central China Region. Among the migrant workers sur- 
veyed in the central China region, 26.6 percent came 
from outside the province, and 25.2 percent went to 
large cities. This shows that 5,741,500 migrant workers 
in the central region worked in large cities in 1993. In the 
central China region, migrants from other economic 
regions accounted for 82.9 percent of the migrant 
workers in the region who migrated outside their prov- 
ince of origin. Thus, 17.1 percent of the migrant man- 
power in the region came from other provinces in the 
same region. Of the rural manpower in the central China 
region that migrated outside the region, 71.8 percent 
migrated to the eastern region, 1.8 percent migrated to 
the western region, and 9.3 percent migrated abroad. 
The central China region received 34.6 percent of the 
rural manpower migrating to another region from the 
west and east China regions 


To summarize the above, the migration of rural man- 
power in the central region may be characterized as 
follows: More rural manpower (22,783,800 people) 
migrated in the central region than in the eastern region 
(13,133,400 people). The percentage of central region 
migrants working within their home county (40.64 per- 
cent) was greater than the percentage of rural migrants in 
the east region who were working in their home county 
(28.4 percent). In the central region, the percentage 
working in their own province (70.36 percent) was 
greater than in the eastern region (66.3 percent). This 
shows that the distance one had to go in the central 
region to find work was shorter than in the eastern 
region. Migration between regions and migration among 
provinces within the same region was just the opposite in 
the east and central regions. In the east China region, 
69.6 percent of the migration was between one province 
and another within the region, but in the central China 
region, the percentage of migration between provinces 
within the region was less at only 17.1 percent. In the 
east China region, migration outside the region was less 
at 30.4 percent, but in the central China region, migra- 
tion outside the region was greater at 82.9 percent. About 
71.8 percent of this 82.9 percent migration outside the 
region was into the east China region. The ratio between 
the migration of manpower out of and into the central 
China areas surveyed was 4:1. 
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4. Western Economic Zone. 


1. Migration Scale. Migrant workers among the popula- 
tion surveyed in the west China region numbered 1,103, 
the number of migrating workers accounting for 7 per- 
cent of the population surveyed in the west China region, 
i.e., one out of every 14 people surveyed in the rural 
population of the west China region was a migrant 
worker. Therefore, on the basis of simple extrapolation, 
the number of migrant workers in the west China region 
in 1993 was estimated at 15,357,000. The migration rate 
for rural manpower in the west China region was 13.5 
percent, i.e., one out of every 7.4 members of the work 
force in the west China region was a migrant worker. 


2. Range of Migration. Among the migrant workers 
surveyed in the west China region, 37 percent worked in 
their home county, and 76.43 percent worked in their 
home province. Those working in cities and towns 
totaled 66.46 percent. Thus, one may infer that in 1993, 
approximately 5,682,100 of the migrant workers in the 
western region worked in their home county, and an 
estimated 11,737,400 worked in their home province. 
The number of migrant workers in the west China region 
work force working in cities and downs was 1,020,630. 
The ratio of migrant workers working in the same county 
to those who migrated to nearby counties and cities in 
the same province was 1:1.1. 


3. Period of Sojourn. In 1993, the period of sojourn of 
migrant workers in the west region areas surveyed aver- 
aged 198.31 days. 


4. Destination of Rural Manpower Migration in the 
West China Region. Among the migrant workers sur- 
veyed in the west China region, 22.2 percent migrated 
from other provinces. (See Table 1), and 17.23 percent 
migrated into large and medium size cities. Extrapola- 
tion of these percentages suggests an influx into large and 
medium size cities of 2,646,000 members of the rural 
work force in the west China region. In the western 
region, migrants from other regions accounted for 61.6 
percent of migrants from other provinces, and migrants 
from other provinces within the region accounted for 
38.4 percent of the western region’s migrants from other 
provinces. Among migrants from the western region to 
other regions, 52.2 percent of migrants went to the east 
China region, and 9.4 percent migrated to the central 
region. However, only 6.1 percent of migrant workers 
leaving the eastern and central regions migrated to the 
western region. 


To summarize the above, migration of manpower in the 
western region may be characterized as follows: More 
rural manpower (15,357,000 people) migrated in the 
western region than in the eastern region (13,133,400), 
but less than in the central region (22,793,800). Most 
migrant workers in the western region worked in their 
home province, only 22.2 percent coming from other 
provinces. The percentage of migrants from other prov- 
inces in the western region was in between that of the 
eastern and central regions at 38.4 percent. In the central 
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region, it was only 17.1 percent. The reason for the larger 
percentage of migrants from other provinces in the 
western region was that migrants from other provinces in 
the western region were mostly workers from nearby 
provinces (See Table 4). They accounted for 37.1 percent 
of the region’s migrants from other provinces. Most of 
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the migrants to other regions from the western region 
migrated to the eastern region, the percentage being 
52.2 percent. Figure 1 shows the ratio between rural 
manpower migration to other regions from the western 
meee ane GunnnES exteey Go aie © wat @ Se 
‘1. 





Table 4. Manpower Migration in Surveyed Area of the Central China Region 


















































Destination Sichuan Guizhos Shaanxi Ganse Qing hai Ningxia Xinjiang Thket Yay 
Sichuan 1 1 

Shaanxi t 5 6 ] 

Gansu 2 2 34 10 1 

Qinghai 1 9 ! 19 

Total 4 | 2 14 i4 6 13 20 94 
Brief Summary the east China region (28.4 percent) was higher than 


We can see from he above analysis that the migration of 
rural manpower in the three economic areas of east, 
central, and west China was characterized by the 
following: 


1) Migration out of the eastern region was least at 
13,133,400 people; migration out of the central 
region was greatest at 22,783,800 people; and migra- 
tion out of the western region was 15,357,000 people. 
In the east China region, approximately one out of 
every 11.8 members of the rural work force migrated. 
In the central region approximately one out of every 
6.3 members of the rural work force migrated, and in 
the west region, approximately one out of every 7.4 
members of the rural work force migrated. 


2) Most of the migrants worked in their own province, 
the percentage being 66.3, 70.36, and 76.43 percent 
for migrants in the east, central, and west regions 
respectively, the percentage rising from east to west. 
By contrast, the percentage of migrants going outside 
their home province showed decline from east to 
west. The period of sojourn was also directly propor- 
tional to the percent of migration outside the home 
province. In the east China region, for example, the 
percentage (27.1 percent) of migrants working out- 
side their home province was greater than in the 
central China region (26.6 percent), which was 
greater than in the west China region (22.2 percent), 
and the period of sojourn in the east China region was 
222.3 days, which was longer than the 202.34 days in 
the central China region, which was longer than the 
198.31 days in the west China region. The percentage 
of migrant workers in large and medium size cities in 


in the central and west China regions. Migrants in the 
central China region did not travel as far for work as 
they did in the east China and west China regions. 
The percentage of migrants in rural villages in the 
west China region (33.54 percent) was higher than in 
the east China and central China regions. 


3) The percentage of rural migrants working outside 
their home province was greatest in the east China 
region at 69.6 percent. Most of them (53.5 percent) 
migrated to coastal areas such as Guangdong, 
Shanghai and Beijing, and to economically developed 
large cities. The number of migrants outside their 
home province was least in the central China region 
at only 17.1 percent. In the west China region, 38.4 
percent of migrants worked outside their home prov- 
ince, 37.1 percent of them working in neighboring 
provinces within the region. In the central and 
western regions, 86.04 percent of rural migrants 
leaving the region headed for the east China region, 
the ratio of migrants entering the east, central and 
west economic regions being 16.5:3.2:1. 


The survey also found the following patterns among a 
substantial number of migrants: leaving for work early in 
the morning and returning late at night, eating and 
sleeping at home, finding employment nearby. Forty- 
four left the country to find employment abroad. This 
category accounted for 1.2 percent of the migrant 


workers surveyed. 


Research Deng Yingtao [6772 5391 3221] and Doctor 
Xue Yuwei [5641 3768 3555] provided energetic 
assistance in the preparation of this article, for which 
gratitude is hereby expressed. 
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Anhui Cotton Procurement 

9SCE0099A Beijing NONGMIN RIBAO in Chinese 

5 Nov 94 pl 


PONS Sommanst By Gocnd of Cuiches, Asian Peovings 
procured 1.2 million dan of cotton, fulfilling 25 
percent of the annual plan, and was an increase of 
650,000 dan over the same period in 1993. 


Hebei Wheat Area 


95CE0013Z Shijiazhuang HEBEI RIBAO in Chinese 
15 Oct 94 pl 


FBIS Summary] As of 14 October, the wheat area in 
ebei Province totaled 31,280,000 mu, accounting for 

83.4 percent of the 37,500,000 mu task. 

Jilin Corn Exports 

95CE0013R Changchun JILIN RIBAO in Chinese 

7 Oct 94 pl 

{[FBIS Summary] As of 20 September, Jilin Province had 

exported 3,850,000 tons of corn, fulfilling 79.5 percent 

of the annual task. 
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Illicit Use of Resident Cards Widespread 


95CMO00I7A Beijing RENMIN GONGAN BAO 
in Chinese 20 Sep 94 p 3 


[Article by Wang Shoubin (3769 1108 2430) and Xu 
Shiping (1776 1102 5493): “Resident Identification 
Cards: ‘Give Me Back My Dignity!””] 


[FBIS Translated Excerpt] Since 6 September 1985, 
when China formally and legislatively declared the 
implementation of the resident identification card 
system, in society illegal activities of recklessly using, 
fradulently using, borrowing, forging, and unlawfully 
buying and selling identification cards have reached an 
intolerable degree; and these activities should draw a 
high ss of attention from society as a whole. [passage 
omi 


In the mind of the ordinary person, a resident identifi- 
cation card only proves the status of the cardholder, and 
“if another person takes the card it is of no use.” 
However, for a criminal the situation is different. It is 
tlear that if another person’s identification card falls into 
the hands of these criminals, it is put to all sorts and 
kinds of uses: 


A: Overtly obtaining accomodations, but actually fleeing. 
In line with the relevant rules, people staying at hotels 
need to have their resident identification cards exam- 
ined and to register. But, in specific implementation, 
whether this can be done poses a huge question mark. 
Generally speaking, in order to make money the great 
majority of hotels do not make strict checks, and they 
really “only identify money, not people.” Provided one 
hands over money one can obtain accomodations; fun- 
damentally, there is no need for one to register, but even 
if one does, it is a case of “if one has a card everything is 
OK.” The great majority of state-run hotels have imple- 
mented the accomodations registration system fairly 
well, but in recent years, following the appearance of 
individual contracts and the putting into practice of 
collective self-responsibility for profits and losses, for the 
most part it is a case of “turning a blind eye,” which 
without a doubt provides fleeing thieves with facilities to 
commit crimes. 


B: Getting by under false pretences, and tricking you out 
of discussing the matter. Currently, the validity period 
for resident identification cards is fairly long, and many 
of the photographs on the identification cards that were 
first issued were taken before 1989. Now, four or five 
years later, although not “completely different,” com- 
pared with the present facial appearance, there are 
always some discrepancies; especially for young people 
around 20 years old—females (males) change when they 
turn 18*‘—the changes between past and present facial 
appearances are fairly large. This makes it very difficult 
to check identification cards, and gives criminals an 
opportunity. Many criminals often focus on the inade- 
quacy of identification cards, and apply cosmetics or get 
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a face-lift in order to illegally use other people’s identi- 
fication cards to carry out all sorts of illegal activities, 
such as trafficking in fake silver dollars and fake jewelry. 
They falsely claim other people’s bank deposits or mail 
and remittances, and with checks reported as lost use 
other people’s identification cards to fradulently buy 
expensive commodities, etc. Thus, they seriously 
— on other people’s interests and disturb public 
order. 


C: [legally buying up train and airplane tickets, and then 
making a lot of money by scalping. The month before and 
the month after the Spring Festival are the peak period 
for spring transportation, and train sleeping berth tickets 
and airplane tickets in particular are more difficult to 
buy. Ticket scalpers are infinitely resourceful in always 
having tickets. Their secret lies in using other people’s 
identification cards that they have picked up or stolen to 
hire people to line up and fradulently buy train and 
airplane tickets, after which they sell the tickets at high 
prices. 

D: Holders of false cards abscond when charged with a 
crime in order to avoid being put on a wanted list. Now, 
when a public security organ puts out a wanted list for 
persons charged with crimes, not only must it list in 
detail their “native places, ages, and appearance,” but 
also must make public their identification card numbers. 
This is a deadly blow to wanted persons. To avoid being 
put on the wanted list, to remain undiscovered, and to 
live in freedom, they often devise a way to put “in 
reserve” several identification cards of other people. On 
14 March the Nanjing Railway Public Security Depart- 
ment at one stroke caught three major embezzlers who 
were carrying a huge sum of money and who had fled 
Nanjing. According to the wanted persons’ confessions, 
the main reason that they were able to hide out for more 
than four months was that they held 18 resident identi- 
fication cards of other people, of which 10 cards had 
been stolen and the other eight had been bought. 


E: Buying identification cards—preposterous but not 
absurd. In August 1992, in Nantong and Yancheng in 


Jiangsu, Anyang in Henan, and Huangshi in Hubei, there 
appeared in succession in the rural areas many “special 
purchasing agents.” At a price per card of 10 to 20 yuan, 
they travel all over the rural areas buying the identifica- 
tion cards of middle-aged and old people. Many peasants 
“who do not go out of their houses all year long,” one 
after another, sell their identification cards, which “in 
any case are of no use to them.” Not long afterward, the 
public security organ received reports from the masses, 
and at one stroke caught the wanted persons. According 
to an investigation, most of the identification cards were 
used by some stockbrokers in Zhuhai, Shenzhen, and 
Hainan to fradulently buy stocks, and the remaining 
small number of identification cards were taken to 
railway or bus stations and docks, where they were sold 


at high prices. [passage omitted] 
Every person should have only one identification card, 
so where did “more” identification cards come from? 
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Except for the abovementioned sales at low prices, the 
main way to get identification cards is to steal them. 
Ever since the resident identification card system was 
put into effect, a Chinese citizen “who had a card can go 
all over the world,” a situation that has many conve- 
niences, but the incidence of lost or stolen identification 
cards has greatly increased. According to newspaper 
reports, in 1993 alone, in Anging City, Anhui Province, 
as many as 4,624 persons reported the loss of their 
identification cards and were issued new ones; on 
average, nearly 13 persons lost their identification cards 
each day. These figures do not include unreported losses. 
According to another investigation, the central police 
station in Yancheng city, Jiangsu Province, had orignally 
planned to have on hand 45 temporary identification 
cards. However, in the period from New Year’s Day to 
12 July, 120 persons came to the police station to apply 
for temporary identification cards. 


Another important source of “more” identification 
cards is loopholes in management. According to the 
rules, graduates of colleges and special technical schools, 
residents who have changed their permanent registered 
residences, and persons who have been transferred to 
other places for work purposes should go promptly to the 
local police station and exchange their old card for a new 
one. However, a small number of units in charge of 
identification cards think that “there is no point in 
collecting old cards,” and they only issue new cards and 
do not collect old ones. To a certain degree this causes 
the phenomenon of “‘one person, many cards” and the 
scattering and disappearance of a large nuymber of 
“discarded” identification cards. In addition, based on 
demand, with regard to the application for and the 
issuance of a temporary identification card, after one 
gets the official identification card one must hand back 
the temporary identification card. However, if the the 
department in charge is “disinclined to recover” the 
cards, a hidden danger will certainly remain. 


Article on Quitting School for Business Career 


95CMO000SA Fuzhou JIAOYU PINGLUN [EDUCATIONAL 
REVIEW] in Chinese No 58, 20 Aug 94 pp 14-16 


[Article by Tang Fuqiu and Wan Jinfeng] 


‘(FBIS Translated Excerpt] [passage omitted] Recently 
the authors did a follow-up survey of the 50 dropouts of 
a middle school who had quit school in the past three 
years. The survey indicates that of the 50 junior middle 
school dropouts, 40, or 80 percent, left school for busi- 
ness and six, or 12 percent, are still staying at home 
looking for employment. The fact that 80 percent of 
dropouts quit school for business has become a major 
educational problem, which causes concern to the entire 
society and makes people think. From the follow-up 
survey and analysis the authors derived four major 
reasons why students quit school for business: 


The hustle and bustle of the market economy arouses 
some students’ desire to join the bandwagon. Like an 
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irresistable current, the market economy roars forward, 
striking every sensitive nerve of society along its way. 
Today every school is engaged in business and everyone 
is talking about business. On every street corner people 
constantly carry on discussions about “doing business” 
and “making big money.” This brings to the students 
who just opened their eyes to the world many splendid 
fantasies, which become an irresistable lure and arouse 
some students’ desire to join the bandwagon of the 
market economy. The ultimate goal of their joining the 
bandwagon is making money and becoming “big shots” 
{da kuan]}. Of the 50 dropouts investigated by the authors 
20 are of this type. Fifteen or sixteen-year-old middle 
schoolers are half-mature, half-puerile in their psycho- 
logical development; being filled with various complex 
contradictions, they are at once independent and depen- 
dent, mature and childish. These teenagers are very 
pliable, and any kind of influence, positive or negative, 
can leave an impression on them. The equal-value 
exchange principle, profit-seeking, and competition 
espoused by the market economy have a profound 
impact on middle schoolers’ concept of value. The 
monetary relationship [huobi guanxi], for example, 
induces students to “look up to money,” which can 
easily deviate students onto the wrong ideological path 
of monetary fetishism. The principle of “monetary trans- 
action” leads to the propagation of self-centered, self- 
seeking individuals among students. The pursuit of self- 
development encouraged by the market economy can 
easily make students short-sighted, eager for quick suc- 
cess and instant benefit, and devoid of lofty ideals and 
goals for their lives. The ages of fifteen and sixteen are 
often likened to the blooming season of the year. It is sad 
to see these budding flowers prematurely wither. 


The contrast of social phenomena strengthens students’ 
resolve to “make their way in the world.” The distortion 
of certain trades’ status, or prestige, at the early devel- 
opment of the commodity economy and the low returns 
on educational investment make some parents and stu- 
dents conclude that the input in education is not in 
proportion to the reward from it. The depreciation of 
mental endeavors in favor of physical ones cool some 
people toward the pursuit of knowledge and higher 
education. A fair amount of junior middle schoolers 
have quit school, taken up jobs, and made a pretty good 
income; some of them, though illiterate or semi- 
illiterate, have even become magnates. These social 
phenomena produce a psychological imbalance in some 
people. Confronted with such a contrast of social phe- 
nomena, middle schoolers are re-learning, and their 
concept of value is undergoing a profound change. Weak 
as they may be, middle schoolers are very sensitive and 
independent. In conducting ideological education for 
students, we often dispute the freakish social phenom- 
enon that “people without education can make big 
money as well” as a “short-term effect” and not the 
norm. However, no matter how hard one tries to empha- 
size the importance of study and despite regarding 
students as the material for the pillar of the state at the 
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turn of the century, the abnormal contrast of social 
phenomena undoubtedly adds fuel to the flames in 
middle schoolers who, by nature, do not quite abide by 
conventions and further strengthens their resolve to 
“make their way in the world.” Ideological education in 
political classes is futile; the abnormal contrast of social 
phenomena gradually lowers students’ social conscious- 
ness, and they become indifferent to national affairs, the 
people’s livelihood, or mankind’s destiny and pursue a 
comfortable, sumptuous life. [passage omitted] 


Family influence inspires students’ “sense of participa- 
tion.” The education of the younger generation, on the 
whole, consists of family, school, and social education, 
and its success is often the result of the three’s combined 
strength. If the three match well, with one advancing the 
other, the combined strength will be strong, and the 
result will be good. If the three are not in step, fragmen- 
tation will ensue, and the influence of education will be 
weakened or even neutralized. Different family educa- 
tions will have different impacts on students. Of the 50 
dropouts investigated by the authors, 35, or 70 percent, 
came from families with private entrepreneurs. Among 
these families, some owned shops with street fronts or 
stalls, others transported goods to distant places for sale, 
and still others ran wholesale businesses of general 
merchandise in their own houses. Two families operated 
small private processing businesses and employed over 
20 workers; their products sold well and generated good 
profits. Another four families bought vans [zhongba che] 
to run private transportation businesses. Families with 
financial Jifficulties (in comparison with suburban fam- 
ilies) were only four, representing 8 percent. Only one 
person, or 2 percent, was from a family which could not 
afford to send its child to school (the parents were 
separated). Five people, or 10 percent, performed too 
badly in school, could not catch up with their classmates, 
and therefore could not continue their study. Although 
their academic performance ranked above the median, 
20 people, or 40 percent, dropped out of school because 
they were tired of schooling and unwilling to study, and 
their families were ambiguous about their school educa- 
tion. Another 20 people, or 40 percent, quit school 
because they lacked clear purposes for studying and their 
families were indifferent about their school education. 
Those whose families needed helping hands, whose 
school performace was bad, and whose parents asked 
them to drop out of school added up to four, or 8 
percent. Some parents care only about economic benefit, 
and all they talk about at home is “money,” rarely 
touching on their children’s education; the subtle influ- 
ence of their attitude objectively inspires students’ 
“sense of participation.” 


Heavy schoolwork engenders an abhorrence for schooling. 
Today students everywhere complain about heavy 
schoolwork, which the authors believe has its root cause 
in the educational system. Under the current entrance 
examination system, one test sheet can decide a student's 
fate for the rest of his or her life; consequently, basic 
educational units place undue emphasis on intellectual 
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instruction. In the fierce competition for the entry to 
institutions of higher learning, schools are afraid to rank 
behind and parents are eager for their children to achieve 
high scores; the result is that tens of thousands of 
students are forced to squeeze through a “single-plank 
bridge.” The homework of students studying at general 
junior middle schools averages more than three hours; 
adding to that frequent tests, students are always kept 
busy studying, and their nerves are often on edge. Some 
senior students lament out loud: “We have no Sundays!” 
Middle schoolers of the 1990's are especially keen on 
self-fulfillment and have very high self-esteem. For the 
sake of study, they succumb to their parents’ numerous 
pressures and bury themselves in books. At school they 
are constantly ranked according to test scores, and a bad 
score can weigh them down with anxiety. On the one 
hand, they are fearful of lagging behind in school; on the 
other, they are afraid of being frowned upon by society 
and their parents. Under such fears, some students with 
poor academic performance gradually lose enthusiasm 
for and confidence in study. A small number of students 
go from being weary of study to quitting school; they 
soon take up business and plunge themselves into the 
great economic current. The follow-up survey indicates 
that going into business is the major outlet for urban and 


suburban dropouts. [passage omitted] 


Conference on Fighting Triads 


95CM0004A Hong Kong CHENG MING [CONTENDING] 
in Chinese No 203, 1 Sep 94 


[By own correspondents Lo Ping (5012 0393) and Li 
Tzu-ching (7812 5261 0079): “A Fight Is About To Be 
Waged Between Red and Black—Underground Societies 
Have Infiltrated Party and Government Organs”’] 


{[FBIS Translated Excerpt] The Chinese Communist 
State Council had called a nationwide conference, held 
from 3 to 5 August, on combatting underground antiso- 
cial elements. The conference was attended by the heads 
of the public safety and public security departments 
(bureaus) of all provinces (autonomous regions) and 
municipalities, as well as by the heads of the “Combat 
and Eradicate Crime and Evil Conduct Groups.” Coun- 
selor Lo Gan [5012 1626] of the State Council presided 
at the conference. Minister of Public Security Tao Siju 
[7118 7475 7467], Minister of State Security Jia Chun- 
wang [6328 2504 2489}, and Ba Zhongxia [1572 1813 
0204}, commander of the armed police force spoke on 
the main topic of the conference, while Qiao Shi [0829 
4258] and Zhu Rongji [2612 6954 1015] attended the 
conference and gave certain directives. The conference 
took place at Beidaihe in the third auditorium of the 
State Council (also called No 3 Building). 


The fact that a conference of this “special nature” was 
held is sufficient proof of the extent of the widespread 
prevalence of underground societies. Even more 
shocking is the fact that underground societies have 
extended their influence right into the Chinese Commu- 
nist Party and government organs, as Jia Chunwang 
directly said at the conference. 
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In his speech at the conference on the topic of the 
important task of combatting and smashing the sabotage 
and infiltration of underground organizations, Jia Chun- 
wang stated several instances of activities of under- 
ground organizations within the Communist Party: 


1) Infiltrations into some party and government depart- 
ments, including first rank top-level and department- 
level provincial party and government organs. 


2) Infiltrations into some departments of the public 
security and judicial agencies, including expansion 
into some core leadership of some of these agencies. 

3) Infiltrations and expansion into major economic 
sectors, such as industry, commerce, foreign trade, 
communications, and banking. 


4) Infiltration into China-financed industrial, commer- 
cial, and trade organizations in Hong Kong, Macao, 
Southeast Asia, and even into China-financed opera- 
tions in Japan and Europe. 


5) Infiltration and expansion of their activities to among 
Chinese overseas students and to Chinese and 
Chinese emigrants working abroad. 


Jia Chunwang said, Guangdong, Hainan, Fujian, Zhe- 
jiang, Hong Kong, Macao, and Taiwan are places where 
these underground societies are extremely rampant. 


High Communist officials have said: “Among the mem- 
bers of underground societies there are actually also 
some who are patriotic, i.e. love their country.” If the 
“country” referred to is the state and not a substitute 
word for “Communist Party,” we believe that this is not 
merely empty talk. If the mentioned “love of country” is 
love of the party, we can also believe that some of the 
“underground society elements” are friendly inclined 
toward the Communist Party or are “lovers of the 
party.” It is said that when Zhou Enlai that year went to 
the Afro-Asian Conference at Bandung and did not take 
the plane with a time bomb on it, thus luckily escaped 
the attempt on his life, he was tipped off by members of 
a secret society, which in this way had indeed rendered 
meritorious service. Communist China is of course 
extremely appreciative of this kind of “patriotic ele- 
ments” and regards them very highly. However, the 

‘ problem now is that it is not that type of people that are 
worming their way into the Chinese Communist nest, 
but that it is the underground antisocial character of the 
situation that has the Chinese Communists frightened 
and feeling insecure. 


Tao Siju, Chinese Communist minister of public secu- 
rity, spoke at the conference on the need to resolutely 
implement the central authority’s plan for the effective 
fight against the underground antisocial forces. He said, 
the present underground societies are not at all social 
groups and factions that have spontaneously arisen 
among the people, but are rather groups that have a very 
complex political background. They are participated in, 
supported and manipulated by hostile political forces in 
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Hong Kong, Macao, and Taiwan, and they are guided, 
supported, and backed by anti-Chinese, anti-communist 
Organizations, and anti-Chinese and anti-communist 
forces in the United States, Japan, and other such 
countries. Some of these underground organizations not 
only jeopardize and sabotage public order in the eco- 
nomic sphere, but—and that is more important—are 
manipulated and used in the political sphere to incite to 
counterrevolutionary subversion and to the sabotage of 
China’s four modernization projects, as well as of 
China’s reform and opening up to the outside world. The 
sinister objective in the manipulations and scheming of 
these hostile forces is to create utter confusion, which, in 
turn, would lead to social chaos or rebellion. In actual 
fact, some of these underground societies have become 
part of the said hostile forces and have particularly taken 
it upon themselves to engage in anticommunist and 
anti-Chinese activities, so as to create turmoil on the 
Chinese mainland. It is absolutely necessary to resolutely 
strike down these underground societies and their 
backers according to law, and they must be punished 
without mercy. As to underground societies and their 
manipulators who have fled abroad or who have their 
bases in Hong Kong, Macao, and Taiwan, an order for 
their arrest be issued to bring them to justice, and 
the cases held over for action until such action is found 
necessary, so as punish them according to law. 


In the course of his speech, Tao Siju mentioned some 
specific acts of underground societies: 


1) They are expanding their organization and recruiting 
members in the party, the government, and in the 
judicial agencies, so as to gain information on all 
intelligence and activities in the party, in the govern- 
ment, and in the judicial agencies. 


2) They are expanding their organization into the indus- 
trial, commercial, banking, and trade sectors, so as to 
control the economy and material resources, and plan 
to reap huge profits from these operations. 


3) They control certain areas and certain trades, where 
they recruit members and set rules which run counter 
to what the local government has decreed, and they 
also offer resistance to the government. 


4) While they are being manipulated and directed by 
hostile foreign forces, they pursue their illegal activi- 
ties and propaganda under the pretext of propagating 
religion. 


5) Using a certain incident as pretext, or purposely 
creating an incident, they are instigating go-slow 
strikes, open demonstrations, and strikes by staff and 
workers. 


6) Under the pretext of fostering popular organizations, 
they are calling meetings to attack the party's and the 
government's political line, principles, and policies, 
and are stirring up antigovernment sentiment. 
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7) Under all kinds of pretexts, they are distributing 
counterrevolutionary propaganda material, mostly 
originating from Hong Kong, Taiwan, also from the 
United States and Japan. 


8) They are writing anonymous letters to leading cadres 
in party and government, or making anonymous 
telephone calls to them, and are sending foreign 
anti-China propaganda material to various depart- 
ments in party and government agencies. 

Ba Zhongxia, commander of the armed police force, also 
spoke at the conference; his subject was all-out cooperation 
with the public safety agencies and local authorities in 
suppressing the sabotage of the underground societies. 
During an internal conference, Tian Qiyu [3944 2601 3768}, 
vice minister of public security, directly accused the British 
authorities in Hong Kong, the Taiwan authorities, and the 
Central Intelligence Agency of the United States of using the 
underground societies, i.e. organizations of hostile forces, to 
spread political rumors in the special territories and in the 
interior of China, to spread anti-China and anticommunist 
propaganda material, and to spy out and steal secret infor- 
mation of party, government, and the armed forces. 


Qiao Shi and Zhu Rongji said at the conference: The 
problem of the underground societies has reached a 
point where a solution simply has to be found. The 
present situation with the underground societies is not at 
all anymore a case of regional “sworn brotherhoods,” a 
case of “robbing the rich to help the poor.” They are 
rather infiltrating the party, the government, the public 
security and judicial agencies, as well as industry and 
commerce, in order not only to disrupt normal public 
order, but also, in collusion with Hong Kong, Macao, 
and overseas organizations, including hostile forces, to 
conduct sabotage and turmoil, and to create incidents. 
Their character is changed, and the situation is serious. 


Qiao Shi said: The Central Committee is determined to 
organize a force to resolutely suppress, resolutely eradi- 
cate, and to resolutely carry out severe punishment. 
There will be no procrastination; the problem will be 
essentially resolved within two years. 


Comparative Advantages, Problems of Private 
Schools 


95CM0004B Fuzhou JIAOYU PINGLUN [EDUCATIONAL 
REVIEW] in Chinese No 58, 20 Aug 94 pp 25-27 


[Article by Chang Xiaohong (2490 2556 5725): “Accom- 
plishments in the Operation of Private Middle and 
Primary Schools in China and Their Development” 
Responsible editor Wang Huimin (3769 1979 2404)] 


{[FBIS Translated Excerpt] 2. Accomplishments in the 
Operation of Private Schools Are Due to Their Actual 


Advantages. 
Advantages of Financial Resources. Because private 


schools have to provide their own running expenses and 
are not schools of compulsory attendance, a precondition 
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for their establishment is availability of sufficient running 
expenses. Quite a few private schools have a gross invest- 
ment of over 70 million yuan; they occupy 100 mu of land, 
are located in scenic environments, enjoy clear and fresh 
air, are somewhere in the suburbs with convenient means 
of transport. They are thus far superior to the Chinese 
public schools as far as buildings, equipment, layout, and 
instructional materials are concerned. As a result, they 
provide ideal study and living conditions for the healthy 
development of the students. 


Advantages in the Management System. Their manage- 
ment system is a system of direct responsibility of the 
school principal, working under the guidance of a school 
board of trustees, supervised by the relevant administra- 
tive agency in charge of education. The main authority 
vested in the board of trustees is to select the board 
members, the chairman of the board of trustees, and the 
school principal, to examine and approve the report on 
school affairs, the educational plan, and important reg- 
ulations. The board is also responsible to raise money for 
running expenses, and has to examine and approve the 
budget and the school’s final accounts, has to manage the 
school fund, and has to supervise the financial affairs of 
the school. All specific instructional affairs are left to the 
responsibility of the principal, and the authority of the 
principal in the actual running of the school has been 
very much enhanced. Because management is free from 
interferences by a multiplicity of “meddling mothers- 
in-law,”” instructional affairs are little troubled by unnec- 
essary harassment, and the entire internal system of 
management of school affairs and the innovation of 
instructional affairs can be freely pursued at will. It can 
well be said that private schools are to a large extent 
turning the “professional dreams” of school principals 
into reality. 


The Advantage of Well-Qualified Teachers. Due to higher 
salaries (most monthly salaries at between 600 to 1,800 
yuan, some annual salaries are between 20,000 to 30,000 
yuan), superior working conditions, and the special advan- 
tage of employment and termination without regard for 
age (mainly refers to retirement age), the private schools 
attract and mostly employ highly qualified teachers. Fur- 
thermore, due to the special characteristics of teacher 
management, well-qualified teachers can advance to 
become high quality teachers. All such methods, such as 
remuneration according to performance—distribution 
according to work performance and achievement—fixed 
employment for one or more years, and institution of a 
contract system, have helped to be able to select the 
superior ones and eliminate any inferior teachers. Aware- 
ness of competition and the risk of dismissal, a clear 
definition when rewards will be granted and when termi- 
nation will occur, greatly raised enthusiasm and personal 
drive among the teachers, and resulted, furthermore, in the 
ability to ensure a constant improvement of the teacher 
contingent. 








This report may contain copyrighted material. Copying and dissemination 
is prohibited without permission of the copyright owners. 




















76 SOCIAL 


Advantages of Teaching Methods. The special character- 
istics of instructional and management systems of pri- 
vate schools make it possible for them to be more 
directly in line with, and more successfully in line with 
the market economy than public schools, with regard to 
educational objectives, in the curriculum design, in 
instructional methods, etc. The talents that they nurture 
are bound to be more consistent with the demands of 
society. As distinctive characteristics of their education 
and instruction, they emphasize developing the individ- 
uality and strong personality of the students, developing 
their interests and inclinations, and, from early on, 
imparting a good knowledge of English, knowledge of 
computers, of music and art, and of arithmetic. In 
curriculum development they turn away from large uni- 
fied models, and rather institute flexible instructional 
and grading systems, and as students advance in age, 
they gradually offer a larger number of elective courses. 
After having imparted a solid foundation and after 
having stressed all-round development, they will set up 
differentiated curricula to fit the particular student's 
special individuality and requirements, and will also set 
up differentiated curricula to fit the special characteris- 
tics of the many various types of talents to be raised, 
such as theoretical, scientific, managerial, artistic, eco- 
nomic, political, and sports types. From lowest to highest 
grades, they also include unified and many-layered cur- 
ricula of physical labor and technical skills, so as to lay a 
foundation for what are to become talents in the various 
trades and occupations. Private schools surmount the 
restraints of education aimed merely at passing exami- 
nations, and rather assess and check the students’ var- 
ious abilities. In the instructional procedure, they do 
away with old conventions. In English class in primary 
school, will merely ask that the student first master, 
according to the ability of the student at his particular 
age, a certain vocabulary and be able to conduct 
everyday conversation. In the elementary course on 
computers, the student will be well trained in the oper- 
ation of a computer, also with the purpose of being able 
to use the computer as a subsidiary learning tool in the 
other classes. Private schools also encourage the students 
to learn in play, to learn in everyday life, to learn in a 
happy and relaxed attitude, without any need to blindly 
_ follow antiquated instructional procedures. 


Advantages in Student Governance. In private schools, 
student governance is based on scientific and strict 
controls and feedback as to the student’s intelligence, 
capability, and also physical and mental development. 
Distinctly characteristic in this respect is the system of 
student boarding and the system of small classes. In the 
boarding arrangements it is extremely beneficial that the 
students are made to overcome any squeamishness and 
overdependence, and that they rather nurture a capa- 
bility for an independent lifestyle. We also understand 
that the classes in private schools are generally of 30 
students, and that the teacher-to-student ratio is 1:5 (in 
key public schools the ratio is 1:25), obviously a ratio 
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that benefits teachers and students in that it enhances 
learning and teaching efficiency. 


In short, the position, function, and significance of 
private schools in the development of China’s education 
must not be underestimated. 


3. Urgent Need To Resolve Some Existing Problems in 
the Operation and Development of Private Schools. 


Since private schools are still in the exploratory stage in 
China, some probiems are unavoidably met with in their 
operations. If these problems are not resolved, they may 
obstruct their further development and even their exist- 
ence. It is therefore critically important now to promote 
the sound development of private schools. This author 
believes that the most fundamental problem at the 
moment is that the operation of private schools, as an 
educational entity, has not yet been truly brought in jine 
with the state’s administration of education, i.e., that 
there is not yet a law on private schools. There is a 
diversity of opinions among the various sectors of 
society on the position, function, and significance of 
private schools at the basic educational stage; most local 
governments take a negative wait-and-see attitude in the 
matter of private schools. Since there is no law as a 
guideline, the following problems have arisen: First, the 
local administrative agencies in charge of education find 
themselves in a quandary when it comes to the approval, 
control, and supervision of private schools, because 
there is no law on the subject and no guidelines to follow. 
Second, because there are no distinct criteria for private 
schools, they are assessed for approval according to 
different standards, and since there are also no prece- 
dents, difficulties arise when it comes to such questions 
as required investment, school buildings, equipment to 
be provided, and the qualifications for school principals. 
Third, there is no specific and clear policy as to raising 
school funds from among the general public, enthusiasm 
for investment or contributions has not been stirred up, 
and because of insufficient actual investments, quite a 
few schools have suffered severe shortage of money for 
running expenses. Fourth, there are no fair and benefi- 
cial laws and regulations to go by when trying to attract 
qualified teachers, which makes it difficult for private 
schools to attract middle-aged and young teachers from 
public schools on a leave-without-pay basis. 


College Graduates Changing Occupations 


95CM0017B Beijing GUANGMING RIBAO in Chinese 
16 Sep 94 p 2 


[Article by staff reporter Yuan Xinwen (5913 2450 2429): 
“Perspective on Phenomenon of Change of Occupation 
Among College Graduates”) 


{FBIS Translated Excerpt] [passage omitted] This 
reporter has learned from a relevant department that five 
years ago the phenomenon of changing occupation when 
college graduaes were assigned jobs was not too evident, 
and the rate of jobs suited to their special training was 
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fairly high. Data show that before 1989 the occupation 
change rate of college graduates did not exceed 2 percent, 
but in the period 1990-92 it rose to 9 percent. According 
to the most recent statistical data, in February of this 
year, the occupation change rate of college graduates has 
reached 17 percent, and in some specialities 20 percent. 
Of them, the occupation change rate of female college 
graduates is higher than that of male college graduates; 
the occupation change rate of new graduates is higher 
than that of college graduates on the job. The main 
direction of their occupation changes is toward office 
administration, protocol and reception, public relations, 

ial assistance, as well as sales and government 


service 


Then, in the final analysis, what are the causes that made 
these college graduates, who for the speciality they learned 
“practiced” hard for four, seven, and even 10 years, when 
selecting an occupation, easily “get out of the rut’? 


First cause: the exchange of talented persons is like the 
surging movement of lake water, and college graduates 
are like “boats that move with the tide.” Reform and 
Opening up to the outside world have made the circula- 
tion of talented persons a trend in contemporary society. 
The old talent management system is breaking up, and 
the channels for talent exchange are becoming more and 
more unblocked. From 1988, after China’s first talent 
exchange organization appeared in Shenyang, up to last 
year, the number of various kinds of talent exchange 
organizations in China has grown to a little over 2,000, 
and through talent exchange organizations the goal of 
circulating more than | million persons has benn 
reached. Influenced by this, may college graduates 
became dissatisfied with the jobs assigned to them by the 
stte, and they threw themselves into the spring tide of 
talent circulation, relying on their own self-confidence 
and ability to dash against the gate of opportunity. 


Responsible persons of some talent exchange organiza- 
tions in Beijing Municipality told this reporter that the 
various kinds of talent exchange provide an important 
way for college graduates to seek positions, and at the 
same time open a convenient door for them to change 
occupation. Many college students, master’s degree stu- 
dents, and doctor’s degree students took part in a talent 
exchange discussion meeting held in Beijing Munici- 
pality. At the meeting many people found a job that 
suited them, and of them there were many who found 
jobs that did not match the speciality they had learned. 


Second cause: the college specialities offered are not 
totally appropriate, and the supply of students in special- 
ties in which there is a plentiful supply is greater than the 
demand. “I am a college student in the tax speciality. As 
everybody knows, the tax speciality has been very pop- 
ular over the past several years, but now it is a case of 
*the place before the gate is unfrequented and carriages 
and horses are rarely seen.’ This year I will graduate, and 
the future I see before me is extremely dim...” This was 
a letter written to a newspaper office by a student of a 
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certain college in Henan. What he reflects is, in fact, a 
prominent problem now in college speciality offerings: 
the specialities in plentiful supply, particularly literature, 
history, philosophy, mathematics, science, and chem- 
istry, because of traditional ideas about running schools 
and the influence of the enrollment system, cannot meet 
the market economy’s demand for talented persons. 


Colige graduates in specialities that are in plentiful 
supply face the challenge of the market economy, and 
they are also unwilling to be cold-shouldered. Therefore, 
they abandon the specialities they had learned, and like 
“the Eight Immortals crossing the sea”—each one 
showing his or her special prowess—seek an occupation 
and unit that gratifies his or her wishes. Some graduates 
in specialities in plentiful supply told this reporter: 
Studying at a college with other students, and not getting 
grades inferior to theirs—if we only depended on one 
good speciality as they did to find a good job, would we 
be cold-shouldered? The key to finding a job is to depend 
on ability; as for the speciality one has learned, if it 
cannot be used then throw it away; there is no need to 
value it overmuch. 


Third cause: newly rising popular industries and enter- 
prises urgently need talented persons, and they have 
become a “strong magnetic field” inducing college grad- 
uates to change occupation. Now, newly rising industries 
and enterprises are springing up like bamboo shoots after 
a spring rain. In Shanghai, Guangdong [as published], 
and other large and medium-sized cities, every day a 
dozen and even several dozen new companies and new 
enterprises hang out the shingle and start doing business. 
These enterprises’ demand for talented persons is urgent, 
a situation that provides a wide field for college gradu- 
ates to select an occupation. Particularly for talented 
persons in the fields of administration, public relations, 
marketing and sales, the enterprises’ quantitative 
demand is large; the training of these talented persons 
has just started, and it is difficult to satisfy the enter- 
prises’ need. This requires composite-type talented per- 
sons whose educational level is high, whose quality is 
good, and whose adaptability is strong. Many college 
graduates precisely possess the qualities of this type of 
talented person; besides their own speciality, they have 
mastered one or two foreign languages, can operate a 
computer, and have concurrently studied other subjects 
or taken other courses, and they also possess a certain 
capability for social intercourse. Therefore, they have 
the strength to break through speciality restrictions and 
take another speciality direction. Particularly, some pro- 
fessions with good prospects, like banking, insurance, 
trade, advertising, marketing and sales, because the 
income is high and the conditions are good, win the 
favor of college graduates. Some students in school in 
specialities that are in plentiful supply would rather fail 
the examinations in their speicality, and with all their 
might take an elective course in the popular speciality for 
a popular profession, in order to lay the foundation for 
changing occupation and choosing another profession. 


[passage omitted] 
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Ministries Issue Joint Circular on Environmental 
Crime 


95P30012A Beijing RENMIN GONGAN BAO 
in Chinese 13 Oct 94 p I 


[FBIS Summary] The Ministry of Forestry, the Ministry 
of Public Security, the Supreme People’s Court, and the 
Supreme People’s Procuratorate recently issued a joint 
circular calling on all localities to severely crack down on 
crimes that result in the destruction of forest and wild 
animal resources. Each locality is to incorporate this into 
the current severe crackdown on crime, and areas of 
particular importance or especially severe environ- 
mental destruction are to conduct a special effort against 
environmental crime from October through December 
of this year. The circular also emphasizes the urgency of 
protecting forest resources. It requires the restoration of 
order in forest areas through educating the masses and 
containing environmental crime. 


Overview of Public Security Reforms 
9S5SCMO00I16B Beijing RENMIN GONGAN BAO 
in Chinese 20 Sep 94 p 1 


[Article by Zhou Ronghe (0719 2837 0735): “Public 
Security Work Reforms Score Breakthrough Advances”] 


[FBIS Translated Text] In order to create a fine social 
order environment, China's public security organs have 
moved ahead steadily in reforming public security work 
and improving themselves since the advent of reform 
and opening to the outside world. They have also suc- 
ceeded remarkably. 


Establishment of an Urban People’s Police Patrol 
System. During the past two years, public security organs 
have set up and perfected a people’s armed police patrol 
system in provincial capital cities and municipalities 
listed under the plan. In February 1994, the Ministry of 
Public Security issued “Urban People’s Armed Police 
Patrol Regulations” for the purpose of regularizing the 
people’s armed police patrol system. Public security 
organs and people’s armed police units assigned 
policemen to street patrols where they could prevent 
public order problems and handle them as they occurred. 
This provided the public with security protection and 
‘ assistance, and it improved social order control capabil- 
ities in a dynamic environment. 


Establishment of a Unified Public Organ Com- 
mand System. In 1989, the Public Security Bureau began 
to set up a nationally uniform command system. Thanks 
to the efforts of public security organizations at the 
provincial, municipal, and county levels, a command 
network has been formed to link the entire country. The 
Public Security Bureau’s computer communications 
command center uses modern communications tech- 
niques to relay rapidly to public security organs at all 
levels resolute decisions and commands for immediate 
crackdowns on serious crimes and for the handling of all 
kinds of suddenly occurring public order incidents. The 


system for investigating and solving cases. They sought 
ways to reform, and to build and perfect scientific 
systems for solving cases, set up case solution responsi- 
bility systems, and form a system for solving cases in 
which all police agencies wage a joint battle and worked 
together nationwide in full exercise of the total function 
of public security agencies. Investigation, evidence col- 
lection, case cracking, and interrogation capability and 
professionalism rose greatly. A large number of difficult 
cases were investigated and broken quickly, and major 
criminals were apprehended. 


Reform of Entry-Exit and Border Control; Simplifications 
of Various Procedures. In order to meet needs in wid- 
ening the opening to the outside world, the Public 
Security Bureau borrowed from the experiences of for- 
eign immigration bureaus to make sensible changes in 
the responsibilities and division of labor of entry and 
exit, alien control, and border control units. All prov- 
inces and cities further simplified examination and 
approval, and testing and verification procedures for 
entry to and exit from the country, and for travel to 
border regions. This made the regular exit and entry of 
both personnel and vehicles easier, thereby advancing 
the opening and development of all jurisdictions. It also 
controlled illegal and criminal activities such as stowing 
away. It prevented the smuggling of drugs and firearms 
in border regions, illegal entry and residence in China, 
and other illegal activities. 


Reform of Road Transportation controls, Making Trans- 
portation Safer and More Orderly. In 1986, reform of the 
city and countryside road transportation control system 
was carried out nationwide, public security agencies 
taking charge of road transportation. The State Council 
and the Ministry of Public Security issued road trans- 
portation control laws and regulations, which greatly 
improved traffic safety and traffic order, and supported 
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development of the economy. Before 1 August 1992, 
public security agencies at every level throughout the 
country abolished the traffic inspection stations they 
maintained on highways, thereby further speeding up 
vehicle traffic and the smooth flow of goods, and cre- 
ating conditions to ensure security. In order to meet the 
needs of reform and opening to the outside world, the 
traffic police switched to mobile patrols that can correct 
violations at once, and can handle accidents promptly. 
In addition, in order to improve efficiency in dealing 
with traffic problems, the former on-the-spot collection 
of fines for violations was changed to later payment. 


Improvement of Fire Fighting, Getting Greater Public Par- 
ticipation. In order to meet requirements for protecting the 
rapid development of economic construction, public secu- 
rity agencies have gradually changed the former system in 
which the central government was in charge of all fire 
fighting work. They have instituted new measures in which 
active duty fire fighting units are in charge, strenuously 
developed various kinds of fire fighting units, and pro- 
moted public fire prevention and control. In addition to 
being responsible for putting out fires, public security fire 
fighting units also take part in all social rescue and 
assistance work. Public security organs further simplified 
procedures for examining and approving fire fighting 
plans, shortened action times, improved work efficiency, 
and promoted fire fighting supervision, thereby serving the 
building of the economy. 


Improvement and Intensification of Public Order Control 
at Hotels, Places of Entertainment, and Other Special 
Businesses. Public security agencies have made yeoman 
efforts to control special businesses. Specifically, they 
have put in place a public order responsibility system for 
special businesses in an effort to plug loopholes that 
criminals might use. They have improved education of 
the police in how they should comport themselves in the 
performance of their duties, and they have changed the 
former “sweeping checks,” no longer interfering with 
normal and legal business activities, times, and methods. 


Active Development of Public Security Service Trades. In 
focusing on society’s need for public security services, 
public security organs are paying close attention to 
readying public security service companies and public 
security personnel control methods. They are improving 
education, training, and control of 200,000 public security 
personnel in more than 1,000 public security company’s 
throughout the country. They are making full use of their 
role as an auxiliary force in the maintenance of public 
order, providing public security services to some entrepre- 
neurial units and for economic relations and trade, finan- 
cial, and cultural and athletic activities. June 1994 marked 
the founding of the Chinese Public Security Association, 
and it also marks the entry of China’s public security 
services into a new period of development. 


Efforts To Improve Firearms and Explosives Control 
Methods On 29 August 1994, the Ministry of Public 
Security published a circular notice on the collection of 
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illegal firearms and ammunition, and intensification of 
firearms and ammunition controls. It also said that it 
will rigorously investigate and punish criminal activities 
involving the illegal manufacture, and the buying and 
selling of firearms and ammunition. Public security 
Organs in some jurisdictions are already actively 
spreading the methods that civilian demolition compa- 
nies use such as central procurement, transportation, 
storage, and use of blasting caps and explosives to plug 
loopholes in the disorderly control of explosives to 
ensure public safety. 


MPS Preliminary Inquiries Office Issues Circular 
9SCMUOIGA Beijing RENMIN GONGAN BAO 
in Chinese 8 Sep 94 p 1 


[Article: “Public Security Bureau Preliminary Inquiries 
Bureau Issues Circular Notice Calling For Greater Effort 
on Case Work Once a Case Is Broken’’] 


[FBIS Translated Text] As an accompaniment to smooth 
performance in the battle to crack down hard on crime 
and punish criminals, making fullest use of the functions 
of the Preliminary Inquiries Bureau, the Public Security 
Bureau’s Preliminary Inquiries Bureau issued a circular 
notice calling upon preliminary inquiries bureaus at all 
levels to pay close attention to the disposition of cases 
after a case has been solved. 


The notice requires preliminary inquiries units at all 
levels to show good performance in the following tasks: 
Handling cases well. In the battle to crackdown hard on 
crime, preliminary inquiries units at all levels must pay 
close attention to the quality of case work. They must 
make sure that every criminal is picked up, that no 
criminal goes unpunished, and that all money and prop- 
erty are recovered, at the same time also guarding against 
wrongful detention and wrongful arrest. Greater heed 
must be paid to solving cases in the case handling 
process, more attention paid to uncovering clues, every 
effort made to solve a number of major current cases, 
backlogged cases, and dormant cases during the first half 
of the year. 


Speedier case work. Preliminary inquiries units at all 
levels must take effective measure to speed up case 
handling work once a case has been solved, urgently 
bringing to trial large and important cases that have been 
broken. They must concentrate superior forces to wage a 
war of annihilation, take charge personally, and take part 
personally in interrogation and investigation work. They 
must also get procuratorial and legal agencies to take 
prompt action. They must accelerate the handling of 
cases, shorten case handling time, try cases rapidly, 
conclude cases rapidly, refer appeals rapidly, and punish 
criminals rapidly. 


Emphasis on clearing up case backlogs. All jurisdictions 
should refer for prosecution according to law offenders 
for whom preliminary inquiries have not yet been com- 
pleted, so long as the basic facts are clear and the basic 
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data irrefutable. Units that have numerous offenders 
who have been held in custody for an excessive period 
may Organize massive campaigns to clean up cases. 
Provincial and prefecture preliminary inquiries units 
should get procuratorial and legal departments to make 
“joint diagnoses,” studying each case in turn to provide 
opinions on disposition. 

Strict enforcement of the law. Handling cases on the 
basis of personal feelings and personal relationships 
must be guarded against and corrected, and tendencies 
toward leniency resolutely resisted. In no case should 
fines substitute for punishment, or standards be lowered 
in handling cases. Provincial and prefecture (or munic- 
ipal) preliminary inquiries units must check on the status 
of law enforcement. When problems are found, they 
must be promptly looked into and corrected, instances of 
failure to act according to law or failure to enforce the 
law strictly being resolutely investigated and punished. 
Favoritism and perversion of the law, bribery, and 
sheltering of offenders must be resolutely punished. 


Close attention to investigation and study. Preliminary 
inquiries units at all levels must know about and 
acquaint themselves fully with new situations, new char- 
acteristics, and new trends in waging a rigorous battle 
against crime. When they uncover things that show a 
pattern, they should present them as a basis for leaders’ 
decision making. Close attention must be paid to the 
investigation and study of policy and legal problems 
encountered in preliminary case handling during the 
strict crackdown, ways and means proposed for dealing 
with them. 


Good job of publicity and reporting. Preliminary 
inquiries units must select some important and excep- 
tionally big cases that have been successfully handled, 
and outstanding representative examples of successes in 
the war against crime, summarize conscientiously expe- 
riences in handling them, and publicize them promptly 
to propagate socialist spiritual civilization and the 
socialist legal system. 


Trans Security Official on Waterways 
= , 


94CM0411A Beijing RENMIN GONGAN BAO 
in Chinese 13 Sep 94 p 3 


[Article by Chen Chunging (7115 4783 7230), Chief of 
Public Security Bureau of Ministry of Communications: 
“Wage An In-depth struggle To Fight Against Crimes 
and Keep Waterways Open and Safe”’] 


[FBIS Translated Text] Waterway transportation is one 
of the major arteries in China’s national economic 
construction. Since the beginning of the 1990's, the 
situation of public security in inland waterway naviga- 
tion and at various ports is becoming more and more 
serious in each passing day. The tasks shouldered by the 
public security organs for waterway transportation has 
become more arduous than ever before. 


JPRS-CAR-94-054 
15 November 1994 


Their first task is to guard against and strike at criminals 
who commit violent crimes and infringe upon passen- 
gers’ properties, and protect the lives and properties of 
the Chinese and foreign passengers. Since the introduc- 
tion of the reform and opening-up program, the flow of 
passengers and freight has increased on a large scale, and 
the number of criminal cases involving the theft and 
robbery of domestic and foreign passengers’ properties 
and the use of violence against passengers on the ships 
has sharply risen. Adhering to the principle of pooling 
the efforts of the masses and the professionals and of 
simultaneously preventing and striking at the criminal 
cases, the public security organs along the waterways and 
at various ports have timely cracked almost all the 
crimes of a violent nature. The passengers now feel much 
safer than before. 


Their second task is to guard against and strike at the 
criminals who steal cargoes and to ensure maximum 
safety in waterway transportation. The number of cases 
of freight larceny in waterway transportation during the 
past four years rose nearly 20 percent as compared with 
that during the preceding four years. Furthermore, the 
Cases are now more serious in nature. The value of stolen 
goods has increased. In minor offenses, the value of 
stolen goods may be worth tens of thousands of yuan, 
while in major offenses, it may be worth as much as one 
million yuan. The public security organs along the water- 
ways and at various ports have launched a campaign to 
crack major cases and strike at criminal gangs. Mean- 
while, they have strengthened their internal security and 
their work at the basic level, deflated the criminals’ 
arrogance and ensure the safety of the freight. 


Their third task is to guard against and strike at those 
who steal navigational marks and communications 
equipment and ensure navigational safety. Right now, 
there are thousands of ships and boats transporting 
passengers and freight in inland rivers. The theft and 
destruction of navigational marks and equipment 
impose a major threat to navigational safety. The 
number of cases involving the theft of navigational 
marks and equipment rose 54 percent in the past four 
years. There were tragic cases whereas ships had collided 
because navigational marks were stolen, causing ships to 
sink and passengers to drown. On the one hand, the 
public security organs along the waterways and at var- 
ious ports have relied on the masses in protecting the 
navigational marks, while on the other hand, they have 
strengthened their efforts to crack major cases, arrested 
groups of thieves, punished many habitual offenders and 
ensured navigational safety. 


Their fourth task is to make full use of their superior 
forces, trace criminals on the wanted list and deal telling 
blows at offenders who flee hither and thither to commit 
crimes. During the past four years, they had tracked 
down 21,000 criminals of all types including 583 vicious 
ones including many murderers, robbers, rapists and 
thieves, and cracked a large number of major cases which 
they had not been able to solve for a long time. 
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Their fifth task is to ensure safety in ocean-going trans- 
portation and to guard against and investigate cases 
involving criminals who try to conceal themselves in 
ships, sneak out of the country and carry out drug 
smuggling and trafficking. There are hundreds of ocean- 
going ships calling at several hundred ports in more than 
150 countries. In the past four years, over 600 people 
were caught trying to sneak out of the country and 
engaging in smuggling and drug trafficking. Thanks to 
the efforts made by tle public security organs at various 
ports, over 90 percent of those who try to sneak out of 
the country were caught at the port or on the ship, and 
drug trafficking activities failed to prevail. 


Their sixth task is to strengthen public security and 
maintain law and order on ships and at various ports. 
The public security forces on ships and at various ports 
have earnestly implemented the “Regulations to Main- 
tain Port Security” and the “Provisions for Security 
Control on Passenger Ships” jointly promulgated by the 
Ministry of Communications and the Ministry of Public 
Security, vigorously strengthened security control at the 
ports and on passenger ships, and done a good job in 
maintaining public order in passenger transportation. 


Since the beginning of this year, public security work at 
various ports and on ships is still something that merits 
our full attention. The number of criminal cases is on the 
rise. So are other factors of instability. The number of 
extraurdinary serious cases is also on the increase. With 
the development of the struggle to severely fight against 
violent crimes, the criminals of various categories in the 
society will also try to hamper the waterway transporta- 
tion. Therefore, under the leadership of the public secu- 
rity organs at the higher level, the public security organs 
along the waterways and at various ports must concen- 
trate their efforts in waging the struggle to firmly strike at 
violent crimes and severely deal with those criminal 
offenders who threaten public security along the water- 
ways and at various ports. They must crack violent 
crimes and track down murderers, robbers and rapists 
whenever a case is reported. They must also prevent 
violent crimes and the use of guns or explosives to 
commit crimes or seize ships by force. In dealing with 
cases which take place more often such as the theft of 
freight and passengers’ properties, they should try to 
prevent the larceny cases while severely striking at the 
thieves. Particular attention must be paid to expose the 
well-hidden criminal gangs, and resolutely deflate their 
arrogance. The public security organs along the water- 
ways and at various ports of the Yangtze River must 
timely launch campaigns to deal telling blows at the river 
bandits and thieves, and send out patrol boats to gather 
information and firmly strike at those criminal offenders 
who dare to use their arms to seize cargo on ships and 
rob the crew members and the passengers of their 
properties. It is necessary to strengthen public security at 
various ports and on passenger ships. On the one hand, 
we must seriously deal with those who illegally buy and 
sell passenger tickets, disrupt social order, carry out 
various illicit activities such as gambling and the sale and 
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spread of pornographic materials and appropriately 
handle emergency cases; while on the other we must 
strengthen our patrolling activities and track down all 
types of criminals on the wanted list, criminals at large 
and criminals who flee hither and thither to commit 
offenses. We must strengthen fire-prevention work on 
ships, improve waterway traffic and ensure navigational 
safety. Meanwhile, we must wage an in-depth struggle 
against corruption; and help public security departments 
improve their administration, become more revolu- 
tionary, modernized and standardized and play an even 
more significant role in safeguarding social order. 


Journal on Rumors of Bay of Bengal Naval 
Expansion 

95CM0002A Beijing JIANCHUAN ZHISHI [NAVAL AND 
MERCHANT SHIPS] in Chinese No 9, 8 Sep 94 pp 3-4 


{Article by Li Yagiang (2621 0068 1730): “The Interna- 
tional News Market’s Phoney Goods”’] 


{[FBIS Translated Text] Comrade Editor: I recently 
learned through the news media that some people having 
ulterior motives concocted false news stories about the 
Chinese Navy’s construction of an overseas base. Why 
should these people want to concoct such false reports? 
What is their purpose? A loyal reader of your magazine, 
Liu Feiyang [0491 7373 2254]. 


During late June 1994, international news media circu- 
lated the following report: The Chinese Navy is building 
a navy base in the Indian Ocean on and island belonging 
to Burma. For a period, this story created an unwar- 
ranted disturbance in the Asia-Pacific region. In this 
connection, a Chinese Ministry of Foreign Affairs 
spokesman said sternly on 30 June that these reports are 
pure fabrications. They are rumors concocted by a small 
number of people harboring ulterior motives to provide 
a basis for the spurious “China threat theory.” Only after 
this statement did the rumors about China’s naval 
expansion subside. When false news is cranked out by 
the international news media and spread with a straight 
face, one does not know whether to laugh or cry. Even 
though this event has passed, other rare commodities can 
always be shared. The wake of this rumor also offers an 
opportunity to explain a bit of navy theory to widen 
understanding. 


Every piece of phoney merchandise has to be embel- 
lished with some truth in order to sell it. Rumors must 
have some “real things” mixed if they are to succeed in 
deceiving people. The rumor about China’s construction 
of a naval base abroad also proceeds from this principle. 


Burma, which is located on the northeastern shore of the 
Indian Ocean, is a friendly neighbor of China. There are 
only two islets (or archipelagoes) in the Indian Ocean, 
namely Preparis Island and the Cocos Islands located 
where the Andaman Sea and the Bay of Bengal meet. 
These islands neighbor India’s Andaman Islands to the 
south, and they are approximately 100 nautical miles 
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distant from Burma in the north. Seven hundred nautical 
miles to the southeast lies the Straits of Malacca, and by 
traveling directly southwestward, one enters the Indian 
Ocean. They have a fairly important geographic location, 
and it was this point that those who fabricated the 
phoney goods relied on. 


In cooking up this news, the rumor mongers also mixed 
in some “real material” from theory, namely “sea 
power” theory to which Western navies pay so much 
obeisance. The originator of “sea power” theory, Alfred 
Thayer Mahan, maintained that a navy is an offensive 
force. It is the central part of a nation’s sea power, and 
that naval power is made up of three elements: fleets, 
bases, and supply ships, fleets and bases being of most 
crucial significance. Without fleets, the navy has no 
combat strength. Their importance goes without saying, 
Bases are strong points for the movement of fleets. They 
hold an importance that cannot be ignored. In this 
connection, Mahan said that “in sea warfare, fleets are 
the greatest factor in military strength, but a fleet that is 
supported by powerful strong points has greater strength 
than just a fleet alone.” “All naval movements are 
planned around bases.” This is the main function of 
bases. When construction a naval base, a site is usually 
selected that is close to a major seaway. Thus, it occupies 
a favorable combat location, the fleet using the support 
that the base provides to choke off the enemy’s ocean 
lifeline, while being able to keep its own communica- 
tions lines open. In addition, a base is also an important 
position that can be used to control an ocean area. As 
Mahan said, “If a nation want to extend its influence to 
an area over which it has no dominion, it must have a 
suitable base.” “Every time a nation’s navy arrives at a 
battle zone far from the home country, it has to acquire 
a permanent position in that area.” 


’ e 


Thus, according to these concepts from Mahan’s “sea 
power” theory, once the Chinese Navy establishes a base 
in these Burmese islets, it will be able to launch attacks to 
control the Straits of Malacca, thereby severing the sea 
lanes between the Indian Ocean and the Pacific Ocean. 
Second, the rumor mongers wanted to make people 
believe that the Indian Ocean, which is far from U.S. and 
Russian homelands, is a soft underbelly in global 
strategy. The United States’ two main fleets (the Pacific 
Fleet and the Atlantic Fleet), and Russia’s various fleets 
are both hard put to control this area. China’s purpose in 
building a navy base here is to seize control of the Indian 
Ocean... Thus, they reach the “reliable” conclusion that 
the Chinese Navy is in process of expanding into the 
Indian Ocean. This is the real merchandise that the 
rumor mongers want to sell. 


No matter how beautifully phoney goods is dressed up or 
packaged, a fake is a fake, and anyone who examines it 
closely and respects facts will be able to distinguish the 
genuine from the bogus. 


Actually, China abides scrupulously by the five princi- 
ples of “peaceful co-existence”’ in its international con- 
tacts. It strongly opposes all hegemonist standpoints. 
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China’s development of national defense forces, and its 
building of a navy is for the purpose of protecting its 
national sovereignty, territorial integrity, and maritime 
rights and interests against aggression. Its purpose is 
entirely defensive. China has not established military 
bases of any kind abroad, nor has it sent a single soldier 
abroad. Furthermore, in the course of friendly contacts 
with foreign countries, Chinese Navy ships have never 
gone to Burma, much less establish a permanent naval 
base in Burma. This is something that anyone having 
eyes can see. 


Even a diligent analysis made using Mahan’s “sea 
power” theory would also show the absurdity of “Chi- 
nese Navy’s building a navy base in Burmese islets.” 
First, China’s navy is entirely a defensive naval combat 
force. The internationally authoritative Jane's Fighting 
Ships Yearbook and numerous objective military experts 
have made such a quite clear evaluation. A defensive 
navy cannot engage in offensive operations in an ocean 
area to which it cannot extend its power, much less can 
it extend its communications lines and its bases far afield 
beyond the range that its own combat capabilities are 
able to protect. Second, the principles that Mahan clearly 
stated for selecting a base are: occupation of a rather 
favorable location, the strength to support fleet move- 
ments and combat, and rather good conditions for 
defense. If a navy base were to be built on an island, that 
island would have to be of substantial size, and it would 
have to possess plentiful water, energy, food, and the 
ability to repair ships and equipment so that anchoring 
fleets could eat, drink, rest, replenish supplies, and make 
repairs. Only in this way could it become a base for fleet 
movements and combat. In this connection, Mahan also 
stressed that a single large island is superior to several 
small islands. If an island is too small, it cannot become 
a strong base for ships. These two Burmese islets are not 
only pitifully small, but they lack resources and man- 
power is also far from the mainland. They are entirely 
incapable of supporting a modern fleet in carrying out 
combat operations. How could a navy base be built on 
such small islets? 


Since the Chinese Navy’s construction of a base on 
Burmese islets is an out-and-out fabrication, and funda- 
mentally impossible, why would anyone painstakingly 
manufacture such “phoney goods” and peddle it? And 
why are there people who love to dwell on such rumors? 
The truth is that the intention of the rumor mongers is 
vicious. They have an ax to grind. 


Following the end of the Cold War, and particularly 
following the dismantling of the USSR, some countries 
believe that their main adversary or greatest military 
threat has disappeared. They do not have to play the 
“China card” to restrain the USSR. Some even suppose 
that they need not have good relations with China, and 
some even wish that China would not become strong. 
They regard China as the main target for restraint, 
attack, division, and evolution. Sometimes they exag- 
gerate China’s strength, insisting that China is the third 
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ranking economic power in the world. At other times, 
they raise a hue and cry about China expanding its 
military strength, attacking China’s navy building in 
particular. This time, they have fabricated a so-called 
“overseas base.” Their real purpose is to manufacture a 
“China threat theory” that they can use to stir up trouble 
between China and neighboring countries, particularly 
China’s relations with the ASEAN nations, and to create 
disharmony in the Asia-Pacific regions, the better to 
benefit themselves. 


However, one must have a market and buyers if one 
wants to sell phoney goods. The reason that “China's 
building of an overseas base” made a ripple in the 
Asia-Pacific region news was—the vicious intentions of 
the fabricators aside—that some people wanted to buy 
phoney goods. Some of the buyers of phoney goods are 
unbelievably naive, so their actions can be pardoned. 
Others have their own axes to grind. They turn a blind 
eye to the numerous bases and the huge forces that 
western power station abroad. They say not a word about 
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the Western navy ships that travel everywhere in the 
world’s large oceans making a show of strength, but they 
insist on making preposterous attacks on China's 
extremely limited national strength and military 
strength. Their goal is to find a pretext for expanding 
their own naval forces and to seek expansion abroad. 
Such forces will bear watching. 


“Although the ‘Chinese foreign base construction’ event 
has ended, we are reminded, on the negative side, that 
there are still some forces in today’s world who view 
China with hostility.” “Sea power” theory also continues 
to be regarded by the navies of some countries as a 
guiding principle for taking action. We cannot mind- 
lessly suppose that the seas around our country are 
extremely peaceful. We must maintain necessary vigi- 
lance against all the routes by which damage can be 
inflicted on us. Faced with a tumultuous world, we can 
only build our own powerful naval strength. This is the 
only way effectively to protect our own national rights 
and interests. 
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Politicians Scramble for Hakka Vote 


95CM0020B Taipei TSAI HSUN [WEALTH MAGAZINE] 
in Chinese No 150, 1 Sep 94 pp 192, 194, 196 


[Article by Ch’en Yu-hua (7115 3768 5478): “Everyone 
Scrambles For Hakka Vote Following Wu Po-hsiung’s 
(0702 0130 7160) Election Withdrawal. Where Are the 
Hakkas Coming From and Where Are They Headed in 
the Provincial and Mayoralty Bi-elections?”’] 


{FBIS Translated Excerpt] [passage omitted] 


Not long after Wu Po-hsiung announced his withdrawal 
from the election, 32 Naticnal Assembly delegates of 
Hakka origin discussed the provincial governor and 
mayoralty bi-election. Afterward, Hakka Association 
director Chen Tzu-chin [7115 1311 2953] said that 
during Huang Ta-chou’s [7806 1129 3166] four-year 
term as mayor of Taipei, not only had he not partici- 
pated in any Hakka get-togethers, but he had maintained 
an indifferent attitude toward Hakka civil servants. By 
contrast, Chen Shui-pien [7115 3055 2078] of the Dem- 
ocratic Progressive Party [DPP] not only delights in 
appointing Hakkas, but he has shown interest in Hakka 
affairs for a long time. Therefore, the Hakka’s support 
Sung Chu-yu [1345 2806 3842] for provincial governor 
and Wu Tun-i [0702 2415 5030] for mayor of Kaohsi- 
ung, but they positively do not support Huang Ta-chou 
for another term as mayor of Taipei. 


Although Chen Tzu-chin’s remarks did not explicitly 
support Chen Shui-pien, this statement greatly agitated 
Huang Ta-chou, who quickly stated that the Taipei 
municipal government would compile a history of the 
Hakkas in Taiwan. At the same time, he named several 
people of Hakka origin holding top level positions in the 
municipal government by way of demonstrating his 
sincerity in selecting Hakkas. Just how many of the votes 
of the World Hakkas Assockiation Chen Tzu-chin can 
command is presently unknown. However, the reverber- 
ation of the Wu Po-hsiung affair on Hakka groups shows 
that politically the Hakkas are slowly changing from a 
passive, marginal attitude to active participation, and 
that they even understand the strength they possess as a 
“critical majority,” which provides them greater negoti- 
ating space. 


Although the Hakkas are one of Taiwan’s four major 
ethnic groups, Hakkas have long been invisible in cities. 
Most Hakkas have taken an apathetic and passive atti- 
tude toward politics. Except for the three county seats of 
Taoyuan, Hsinchu and Miaoli, where the Hakkas are 
fairly numerous and where Hakka sentiment can be used 
in appeals, in most other county seats, use of the 
“‘Hakkas look after Hakkas” appeal in bi-elections does 
not seem too effective. 


During the last election of legislators in Taipei, where a 
Hakka vote of approximately 300,000 is claimed, both of 
the Hakka candidates, Chang Te-ming [1728 1795 6900} 
and Tai Tien-wen [2071 1131 2429] trotted out their 
‘Hakka lineage certification” in an effort to win over the 
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Hakka vote, but they still lost. Furthermore, Liu Sheng- 
liang [0491 4141 5328], Legislative Yuan candidate 
from Taipei County, strongly played the Hakka card in 
this election bid, but he also ended in defeat. Clearly, 
although the Hakkas face an ethic crisis politically in 
every election, ethnic sense is seemingly not strong 
enough at the ballot box. 


In the present Legislative Yuan, only nine of the 157 
legislators are of Hakka origin. They are Lin Kuang-hua 
[2651 0342 5478], Yu Jih-cheng [3266 2480 2973], Hsu 
Kuo-tai [6079 0948 3141], Yeh Chu-lan [5509 5468 
5695], Chiu Lien-hui [6726 6647 6540], Liu Kuo-chao 
[0491 0948 2507], Hsu Chen-kun [1776 2052 3540], Yeh 
Yao-peng [5509 5069 7720}, and Jao Ying-chi [7437 
4481 1142]. This is only about 5.7 percent of the 
legislators. Another five are legislators who were elected 
by district ballots. Therefore, in terms of popular senti- 
ment, the number of national assemblymen of Hakka 
origin are really the least of the least. Furthermore, the 
five district legislators were all elected from Hakka 
county seats, meaning that once Hakka’s leave their 
home towns, ethnic approval wavers. Therefore, 
although between 600,000 and 700,000 Hakka votes 
may be claimed for Taipei, no legislator having a marked 
Hakka complexion can be predicted. 


A conservative, passive, and individualist political atti- 
tude on the part of the Hakkas has resulted in the Hakkas 
never exercising political clout. Although Li Teng-hui is 
of Hakka lineage, the only persons of Hakka lineage in 
the Lien Chan cabinet, in which Li plays a powerful role, 
are Minister of Interior Wu Po-hsiung, Environmental 
Protection Office director Chang Lung-sheng [1728 7127 
4141}, and Personnel Administration Bureau director 
Chen Keng-chin [7115 1649 6855]. None of the three are 
protegees of Li Teng-hui. 


Hakka groups of a social nature in the greater Taipei area 
currently total between 70 and 80, an astonishing 
number, but there is little interaction among them. The 
two that have been in existence for a long time, and that 
are largest are the “World Hakka Association,” and the 
Chung-yuan Hakka Clan Association. 


Reportedly the original purpose of the 20-year old World 
Hakka Association was to prevent the Chinese Commvu- 
nists from assimilating all overseas Hakka associations 
by stealing the march on them. In founding this clan 
association, apparently the aim was more an “epochal 
mission” than “social group relationships.” Conse- 
quently, its relationship with government officials has 
always been fairly close. Its former director, Lin Pao-jen 
[2651 1405 0088], was once Hsinchu County magistrate, 
and the incumbent director, Chen Tzu-chin, is in his 
second term as a Kuomintang assemblyman. 


The other main Hakka association, the 20-year old 
Chung-yuan Hakka Clan Association, was formerly 
called the “Taipei Municipal Hakka Fellowship Soci- 
ety.” It was founded by Hsu Pang-hsing [1776 0266 
5281], Weng Jui-chun [5040 3843 2504], and Peng 
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Yun-hai [1756 7189 3189]. Hsu Pang-hsing was the 
founder of Mei-he Middle School and Mei-he Hospital 
in Pingtung. His son, Hsu Tan-lin [1776 2481 6775], is 
Surgeon Hsu, the director of the Taipei County Hospital, 
who is fairly active in the social group’s activities. After 
the rumor came out that Chen Tzu-chin opposed Huang 
Ta-zhou, Hsu Tan-lin urgently sent Huang Ta-chou a 
caitou [radish] as an expression of support. 


The predicament that the Hakkas used to face in a 
political election was to side with the party in power as a 
matter of course because of their weakness and need to 
survive and develop. However, as their sense of their 
own importance has risen, the character of Hakka social 
organizations has changed. A Taiwan Hakka Public 
Affairs Association that stands for “new Hakkas” was 
founded in 1979, the author, Chung Chao-cheng [6945 
5128 2973] serving as founding director, and Lo Neng- 
ping [5012 5174 1627] serving as secretary. With the 
founding of this association, the Hakka’s apathetic atti- 
tude toward politics changed. A new Hakka election 
assistance group was born out of the 1982 provincial 
governor and mayoralty election, which vowed to go on 
the offensive to support the election of the DPP candi- 
date. In the 1994 Taipei mayoral election, this organiza- 
tion also took the lead in organizing a post-election 
support association to support Chen Shui-pien’s bid for 
election. It also engaged in influence building activities 
such as collecting 10,000 signatures, and a three-month 
long “Hakka night.” 


Still another Hakka group centering around the maga- 
zine, HAKKA, has formed. Legislator Lin Kuang-hua is 
the editor, and Hakka professors Li Yung-chi (2621 3057 
3589}, Hsu Cheng-kuang [1776 2973 0342), and Liu 
Fu-tseng [0491 4395 1073] are advisors. Through cul- 
tural activities such as promoting Hakka culture, 
explaining Hakka history, operating Hakka summer 
camps, and promoting the Hakka mother tongue, this 
association coalesces Hakka consciousness and its mag- 
azine unifies Hakka strength to secure Hakka interests. 
[passage omitted] 


Military Chicanery in Bi-election Charged 


95CM0020A Taipei HSIN HSIN WEN [THE 
JOURNALIST] in Chinese No 393, 24 Sep 94 pp 12, 15 


[Article by Ch’iu Ming-hui (6726 6900 6540): “Once 
Again, Yang T’ing-yun (2799 0080 7189) Covertly 
Cranks Up the ‘Chung Hsing-kuo (6988 5281 0948)’ 
By-Election Machinery”’] 


[FBIS Translated Exerpt] When he met with the New 
Party legislators on the thirteenth, Minister of National 
Defense Sun Chen [1327 7261] said that he was paying 
close attention to the armed forces’ maintenance of 
neutrality during the year-end bi-election, and that the 
Ministry of National Defense wanted to be honest about 
this matter, not saying one thing and doing another. 
Otherwise, the upper level of the armed forces will lose 
the respect of their subordinates... 
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Sun Chen spoke very sincerely, and possibly he very much 
intends to do this; however, is it really likely that the 
General Political Warfare Department, which has always 
sided with the Kuomintang in the bi-elections for the past 
several decades, will maintain neutrality? [passage 
omitted] 


Ever since the abolition of Kuomintang headquarters in 
the armed forces, the halt to the payment of party dues 
by Kuomintang members in the armed forces, and the 
end to chief of the general staff holding a position on the 
Central Standing Committee more than a year ago, high 
ranking military leaders have indeed made an effort to 
nationalize the armed forces. However, very unfortu- 
nately, in the end, these reforms devolved into superfi- 
cial pronouncements, and Kuomintang activities 
ultimately became more and more covert. The govern- 
ment departments that had formerly been responsible 
for recruiting Kuomintang members continue their old 
trade. Although the once every three month party 
member fellowships have become somewhat humdrum, 
one can see that they continue in fact though not in 
name. 


Beginning two months ago, the scandalous Kuomintang 
machinery in the armed forces began to operate covertly 
once again, its goal this time being the year-end provincial 
governor and mayoralty bi-elections. For the past two 
months, the code name for this activity has been the 
“Chung Hsing-kuo” mobilization meeting, which has 
already been held seven or eight times in the General 
Political Warfare Department. The sponsor is General 
Political Warfare Department director, Yang T’ing-yun. 
Participants are political warfare directors from all 
branches of service, the officers in charge of first depart- 
ment units in the General Political Warfare Department, 
and officers in charge of military dependent villages. The 
lowest rank for officers attending the meetings is colonel. 
All the staff officers in the first department of the General 
Political Warfare Department are in mobilization teams. 
The first stage of mobilization is now temporarily at an 
end. 


A high-ranking military officer in the General Political 
Warfare Department disclosed that the main tactic in the 
1994 bi-elections is generation of a sense of crisis among 
Kuomintang members in the armed forces. The 
emphasis is on the bi-election being a “‘war to protect 
political power.” The Kuomintang’s position is very 
precarious. If the Democratic Progressive Party [DDP] 
takes power, all will be lost. In the military dependents’ 
villages, the main objective is to attack the New Party, 
and some people in military dependents’ villages who 
have New Party leanings will become the objects of both 
open and secret investigations by bi-election teams. The 
ultimate goal remains preventing the New Party from 
gathering votes in military dependents villages. 


One military officer taking part in bi-election activities 
said that all work tasks are handled by computers. No 
military unit numbers appear on any documents, nor do 
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they bear a signature. Documents only carry meaningless 
stamped serial numbers like 001, and 002, and the word 
secret. Since they bear no military designation, even if 
these documents go stray, all the military has to do is 
deny them completely and outsiders will really have no 
way to pin blame on the military. 


The General Political Warfare Department has recently 
mobilized virtually all its members for the coming bi- 
election. The first department is in charge with overall 
responsibility for everything. The second department 
helps the first department write publicity, helps Kuom- 
intang candidates obtain coverage in military newspa- 
pers, and helps organize dependents care. The most 
important task of the fourth department, which was 
formerly in charge of security matters, has changed to 
guarding against leaks of bi-election activities. A person 
involved said that during the past two months bi- 
election activities have entered the intense campaigning 
stage, and security work is also more intense than 
formerly. 


Reportedly the main task during this stage is to make 
sure of the military dependent villages vote, and to make 
constant analyses of the situation. Since some time 
remains until the election, it is necessary to work con- 
stantly at getting the votes of business concerns that do 
business with the armed forces or second generation 
voters from provinces other than Taiwan. Reportedly, it 
is the professional military officers and men who are the 
main focus in the present preliminary assessment stage 
of the bi-election. The conscripted officers and men, who 
have more autonomy, are not included in the present 
assessment. However, when they are taken into consid- 
eration, the professional military officers and men are 
deemed likely to support the Kuomintang candidates. 
Nevertheless, one high-ranking military officer said that 
professional officers and men make up their own minds 
more nowadays, so such an all-inclusive method for 
figuring whom they will support is bound to contain a 
considerable error. 


A recent armed forces analysis of the election situation 
shows good current prospects for Song Ch’u-yu [1345 
2806 3842] and Wu Tun-i [0702 2415 5030. They stand 
a good chance of being elected. As for Huang Ta-chou 
[7806 1229 3155], the results of most popular opinion 
polls show not too favorable prospects. The matter that 
gives military bi-election units most concern is that Chao 
Shao-k’ang [6392 1421 1660] may attract a substantial 
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number of military votes—a circumstance that would be 
rather unfavorable for Huang Ta-chou. Therefore, the 
most important task is to get the military dependents’ 
cadres to do some “disinfection” work, attacking the 
New Party vigorously. 


Following each bi-election conference, all political war- 
fare directors report the conference results to the com- 
manders of all branches of service. Later on, in the 
political warfare conference report, they issue instruc- 
tions from the higher level to officers in charge at all 
levels, and assign them tasks. For a time following 
elimination of the Kuomintang party headquarters in the 
armed forces, the military told the public that the party 
registrations of military officers were located in the party 
headquarters of each jurisdiction concerned when, in 
fact, the party registration of these military officers 
continued to be maintained in the organization office of 
the first department of the political warfare unit of each 
branch of service. Furthermore, the number of new party 
members recruited by party headquarters in the armed 
forces continued greater than for any other Kuomintang 
party headquarters. 


Later on, the General Political Warfare Department 
called for the training of print propaganda political 
warfare personnel throughout the armed forces. Whether 
this training is related to the bi-election is not clear at 
present. Reportedly, quite a few military officers are 
unhappy about these activities, but they are also utterly 
helpless. 


Once a bi-election is over, the General Political Warfare 
Department evaluates services rendered in each election 
district and issues awards accordingly. However, the 
awards earned from this noncombat training have 
aroused considerable complaint within the armed forces. 
One political warfare officer disclosed that the number 
of people receiving awards for bi-election services fre- 
quently runs to 100 or even 1,000, and each person 
usually receives an extraordinary commendation. In 
most military units, getting an extraordinary commen- 
dation is a fairly difficult matter, but one can very easily 
obtain a commendation for the performance of such 
covert work. This is really quite a travesty. This military 
officer also said that these awards are usually announced 
piecemeal, and they may be lumped together with 
achievements made in training. In other words, on the 
surface, it is absolutely impossible to see that they are 
related to election activities. 


[passage omitted] 
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Intellectuals View Major Current Issues 


95CM0025A Hong Kong KAIFANG [OPEN MAGAZINE] 
in Chinese No 94, 1 Oct 94 p 55 


[Article by anonymous editor: “A Poll of Opinions from 
Hong Kong Intellectuals”) 


[FBIS Translated Excerpt] [passage omitted] Twenty-sixth 
September marks the 10th anniversary of the initialling of 
the Sino-British Joint Declaration, a document dictating 
the future of Hong Kong. As a magazine deeply concerned 
about Hong Kong’s future, we decided to conduct an 
extensive public opinion poll so as to see the views and 
comments held by the Hong Kong people over the past 
decade with respect to their own future and the change of 
society. [passage omitted] 


The pollees we selected were “noted personages in cultural 
circles.” The reasons: 1) because of their close relations 
with the media, they are easy to contact; 2) since they are 
used to publishing their political views in one way or 
another, a certain rate of responses could be guaranteed; 
and 3) since intellectuals are spokesmen for social con- 
science and local residents and have certain social influ- 
ence and professional achievements, their opinions are no 
doubt representative. This is the most important aspect of 
the poll. 


The respondents can be classified as follows: 























Writers and columnists 22 people 
Editors, reporters, TV and radio anchormen 12 people 
Professors, lecturers 9 people 
Artists, theatrical directors, people of musical 12 people 
circles 

Cultural workers 4 people 
Lawyers 2 people 
Other 4 people 








According to our records, no more than five pollees have 
refrained from expressing their political views publicly 
during the past 10 years. [passage omitted] 


Beginning mid-September, we faxed 133 copies of ques- 
tionnaire to the pollees. Up to 26 September, we had 
received 68 responses. The responding rate was 51.1 
percent. Three respondents do not want to have their 
opinions published. So we have 65 publishable 
responses, accounting for 48.9 percent of the copies of 
questionnaire we have distributed. [passage omitted] 


Our questionnaire contained 10 questions. Statistics of 
the different respouises follow: 


1. What event in the past 10 years had the greatest 
influence on Hong Kong? 
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Forty-six responses said that the “4 June” Incident 
had the greatest influence. They accounted for 73 
percent of the responses to this question. 


. What is responsible for the regress of Sino-British 


relations? 


Most responses attributed this to “the Chinese 
Government’s conservatism.” They accounted for 
62 percent of the responses. 


. What is the last action Britain plans to take before 


the 1997 transfer of power? 


Almost all said “getting some economic benefits” or 
“withdrawing with honor.” Both accounted for one 
half of the responses. Only one respondent said that 
the British will “make trouble.” 


. The Chinese side will overthrow the three-tier legis- 


lature and start afresh. 


Seventy-seven percent of the respondents said that 
the Chinese side will “definitely do so.” Only one 
said that this is “certainly impossible.” 


. Confidence in the ideas of one country, two systems 


and Hong Kong governed by the Hong Kong people 
as compared with 10 years ago. 


Responses were rather varied. Nearly one half of 
the respondents said, “I have never had such confi- 
dence.” 


. Comments on Hong Kong’s democratization over 


the past 10 years. 


“Too slow” and “acceptable” each accounted for 
one half of the responses. Only one respondent said 
that it is “too fast.” 


. Hong Kong’s freedom of the press in 1997. 


According to the responses, it is most likely that the 
freedom of the press will be “partially hampered” 
and people have to exercise “extensive self- 
restraint.” 


. The best choice to be made by the Hong Kong 


people in the face of the 1997 change of rule. 


Only 49 people responded to this question. Most 
held that the Hong Kong people should “resist and 
struggle.” Fifteen percent of the responses said that 
they should “positively go over and become obe- 
dient people.” 


. With 1997 drawing near, what is your final decision? 


Most responses said “staying in Hong Kong” or 
expressed a ‘“‘wait and see” attitude. Only five 
respondents decided to emigrate. All responses 
received have answered this question. 
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10. If you are given an opportunity to choose an ideal 
future for Hong Kong, what will be your choice? 


We put forth six sensitive options for the respon- 
dents to choose. Most respondents chose “return to a 
democratic China in the future” or making Hong 
Kong “a member of a federation.” As for the other 
options, i.e., “preservation of the status quo,” 


“extension of the Sino-British lease,” “indepen- 
dence,” and “return to present China,” each was 
chosen by some respondents. 


A few responses gave answers other than the 
above options. As those answers only suit the 
respondents’ specific needs, we will not include 
them here. 
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